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INVESTIGATION OF RACKETEERING IN THE 
DETROIT AREA 


JOINT REPORT 


‘The special subcommittees submit the following joint report to the 
Committee on Education and Labor and the Committee on Govern- 
ment Operations. 


AUTHORITY AND PURPOSE 


The Special Subcommittee on Strikes and Racketeering in the De- 
troit Area was established by the Committee on Education and Labor 
pursuant to House Resolution 115, 83d Congress, Ist session, a resolu 
tion authorizing the Committee on Education and Labor to conduct 
studies and investigations relating to matters within its jurisdiction. 

The Committee on Education and Labor designated Wint Smith, 
chairman, and Clare E. Hoffman and Phil M. Landrum as members 
of their special subcommittee. 

The Special Subcommittee to Investigate Federal-State Coopera- 
tion in Enforcement of Anti-Racketeering Laws and the Labor- 
Management Relations Act of 1947 and Other Federal Labor Legis- 
lation was established by action of the Committee on Government 
Operations on June 4, 1953. 

This subcommittee was established to investigate Federal-State co- 
operation in the suppression of racketeering, to evaluate the effective- 
ness of the administration and enforcement of statutes to suppress 
racketeering, to determine whether the Anti-Racketeering Act oi yn 
as amended, and the Federal statutes regulating interstate and foreig 
commerce were being fairly interpreted and adequately administered ; 
to ascertain whether the interpretation, administration, and enforce 
ment of the laws complied with the spirit and intent of Congress; and 
to determine whether additional legislation is necessary to bring about 
the objectives Congress had in mind when such were enacted. 

The Committee on Government Operations designated Clare E. 
Hoffman, chairman, and George H. Bender and Robert L. Condon as 
members of their special subcommittee. 

The hearing was held by these special subcommittees sitting jointly. 
By request of Mr. Hoffman, Mr. Wint Smith acted as chairman of 
the joint subcommittee. 

The hearing was open to the public. It was held in Room 859 of 
the Federal Building at Detroit, Mich., on June 8, 11, 12, and 13, 1953. 
All witnesses were subpenaed and all testimony was under oath. 


BACKGROUND 


The subcommittee had received numerous complaints from indi 
viduals who resided in and around Detroit, Mich., and who did busi 
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ness placing coin-operated phonograph, cigarette, photograph, and 
game machines in various places in Detroit on either a stipulated or 
percentage rental basis, showing conclusively that there existed a 
Pigantic, wicked conspiracy to, through the use of force, threats of 
force, and economic pressure, extort and collect millions of dollars not 
only from unorganized workers but from members of unions who are 
in good standing, from independent businessmen, and, on occasion, 
from the Federal Government itself. 

These individuals alleged that William E. Bufalino, president of the 
service, drivers, and helpers division, local No. 985, affiliated with anda 
local of the International Brotherhood of Teamsters, Chauffeurs, 
Warehousemen and Helpers of America, American Federation of 
Labor, had conspired and confederated with other members of the 
union for the purpose of creating a union monopoly in the above- 
mentioned business ventures, all in violation of Federal and State 
laws. 

The monopoly was created by forcing the operators (owners and 
employers) of these ventures and/or their employees to join local No. 
985 under the threat of bombing and picketing the establishments 
that do business with the complainants. 

In addition to the threat of bombing and picketing, the teamsters 
union also warned the location owners that all teamsters union drivers 
and members of other locals of the AFL engaged in carrying supplies 
(beer, food, ete.), waitresses, and bartenders, would not be allowed to 
cross the picket line—a threat of secondary boycott. 

The allegation was also made that the union demanded that self- 
employers (owner-operators), as differentiated from an employee, 
become members and pay monthly dues to the union. One of the re- 
quirements of membership in the union was that each employer- 
member must furnish to the union the name and address of all estab- 
lishments with which he did business; the name and address of any 
establishment from which he intended to solicit new business, and 
obtain the union’s permission to solicit this new business. The com- 
plainants further alleged that the union had conspired and con- 
federated with so-called “fair haired” members of the union for the 
purpose of creating a monopoly in the coin-vending machine business 
in Wayne County, Mich., by permitting the “fair haired” boys to 
jwmp the locations of union members not in the “good graces” of the 
union. 

‘Jumping a location” is jargon of the trade meaning that by vari- 
ous devices one operator induces a location owner to re plac e his present 
machine with one of the new operator’s machines.’ 

The above-mentioned union was being used, not to advance the in- 
terests of labor, nor to protect labor in genuine labor disputes, but to 
advance the interests of a few owners and Bufalino-favored members 
of the union, at the expense of other union members and owners. 

The complaint was made that though they had involuntarily become 
members of the teamsters’ union to prevent their business from being 
ruined, a few competitors and fellow union members seemed to have a 
“Bufalino license” to jump their locations and steal their clients. The 
“Bufalino license” was referred to by the complainants as being an 
unorthodox and illegitimate operation of the teamsters union, local 
No. 985. 


1 Roy W. Clason (hearings, p. 23). 
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The perpetrators of this concerted action held high positions in or- 
ganized labor. Not only did they have no concept of fair, decent 
treatment of other members of soc iety and no regard for their duties 
and obligations to members of their own union organization, but they 
openly practiced extortion through use of force in utter disregard of 
State and Federal legislation. 

These individuals are not truly labor leaders, but are racketeers who 
have infiltrated into the labor movement and deprived the average 
union member, who is a patriotic, well informed, independent Ameri- 
can citizen, of his constitutional right to work. Union members are, in 
fact, being compelled to pay tribute to the racketeering labor bosses. 
The “bosses” forced employers, who are not eligible for membership 
under the Taft-Hartley Act, to become dues-paying members of the 
union. 


ORGANIZATIONS INVOLVED IN CONTROVERSY 


The principal organizations involved in the controversy are— 

(1) Michigan Automatic Phonograph Owners Association, 
Inc.—Roy W. Clason, business manager, Detroit, Mich. 

2) Music Operators Guild of Michigan—A. Sirocuse, presi- 
dent, Detroit, Mich. 

(3) Local 985, service, drivers and helpers division, Interna- 
tional Brotherhood of Teamsters, Chauffeurs. Warehousemen and 
Helpers of America, AFL—William E. Bufalino, president, 
Detroit, Mich. 


The Michigan Automatic Phonograph Owners Association, Inc., was 
incorporated on January 9, 1945, in Detroit, Mich. It is comprised 
of individuals who own coin-operated music-vending machines, com- 
monly known as jukeboxes.? The association is an organization based 
on the rendering of legal services to their members, furthering their 
best interests, and settline differences within the industry. It is 
wholly supported by dues paid by its members. The dues are based 
on 50 cents per month for each machine the member owns and operates. 
There was no competitive or similar association in existence until Jan- 
uary 1953, when the Music Operators Guild of Michigan was incor- 
porated. - 

The Music Operators Guild of Michigan was incorporated on Jan- 
uary 15, 1953, in Detroit, Mich. The purposes of the guild are to 
foster trade and commerce among all persons, firms, and corporations 
engaged in the musical appliance and affiliated businesses or enter 
prises, and to reform abuses and secure freedom from any unlawful, 
unjust, and inequitable transactions.t This guild was formed princi- 
pally by former charter members of the Michigan Automatic Piscean 
graph Owners Associ lk ition, Inc. The “y were considered to be unco- 
operative with association officials, to have e njoyed the friendship of 
teamsters union, local No. 985, and were referred to as “rebels” by their 
former associates. 

The rebels were permitted to jump locations * of their fellow asso- 
ciates through the help of a “Bufalino license,” and, when called to 





2 Roy W. Clason (hearings, p. 22). 

8 Roy W. Clason (hearings, p. 8). 

* Articles of incorporation, Music Operators Guild of Michigan (hearings, p. 4, exhibit 1). 
5 Roy W. Clason (hearings, p. 23). 
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task by the association, made an effort to take over the Michigan Auto- 
matic Phonograph Owners Association, Inc. When this effort failed, 
they organized the Music Operators Guild of Mic higan. 

Local No. 985, service drivers and helpers division, International 
Brotherhood of Teamsters, Chauffeurs, Warehousemen and Helpers 
of America, American Federation of Labor, was organized on June 

, 1947, and has as its president William E. Bufalino. ‘The member- 
ship consists of 400-450 members, who are automatic coin machine 
workers (operators or employees), who pay dues of $20 per month, and 
car wash rack emp loyees, whos se dues are 10 cents per day, with a 
liaXximum of $3 per month. The initiation fee is $50 per member. 


OPERATIONS OF TEAMSTERS UNION, LOCAL NO. 985 


The teamsters union, local No. 985, through its president, William E. 
Bufalino, is the principal offender and perpetrator of the racketeering, 
extortion, and gangsterism which was disclosed by the hearings. The 

nion attempted, and to some extent succeeded, in obtaining a monop- 
oly in the “jukebox” business.6 Bufalino and the executive board of 
local No. 985 conspired and confederated to obtain this monopoly and 
used the union not to advance the interests of labor, nor to protect 
labor in genuine labor disputes, but to advance the interests of a fav- 
ored few jukebox owners and operators at the expense of other owners 
and union members.’ 

One witness, a sales manager of a cigarette-vending company, testi- 
fied that he had been a member of the teamsters union, local No. 985, 
since its beginning. During this time, 5 or 6 years, he had never re- 
ceived a request from the union to raise the wages of his e mploye es, to 
mprove the working conditions of his employees nor to reduce the 
hours of employment for his employees. In fact, he had never re- 
ceived any request from the union to take action beneficial to his 
employees. He testified his employees never attended the union meet- 
Ings, as they were not interested because the union did nothing for 
them and that the payment of dues was in the form of a “tribute” 
rather than union dues.® 

In an effort to carry out this conspiracy to create a monopoly, Bufa- 
lino forced certain members of the union in good standing out of the 
union, and then proceeded to picket establishments where their juke- 
boxes were located. He would first contact the owners of the estab 
lishments where the jukeboxes were located and de = that they be 
removed, at the same time suggesting that they be rep laced by juke- 
boxes owned by his favored few. He would threaten the owners of the 
establishments, and indicate that if they did not comply wtih his de- 
mands a picket line would be established, and that no member of the 
teamsters union would cross the picket line to make deliveries of beer, 
food, ete. In instances where these methods were not successful, 
few weeks later the locations would be bombed—this forced the owner 
to comply with Bufalino’s demands. 

The establishments not being able to withstand this type of racket- 
eel ‘ing we re forced = either go out of business or capitul: ite, Nu- 
merous instances of this type of thre: at, extortion, and violence are set 
forth in more detail in this report under individual cases, 


* Roy W. Clason (hearings, p. 9) 
* Warren Ayres ings, pp. 110-111 
®’ Warren Ayres (hearings, p. 111 
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The re was no labor dispute involved which led to this type of vicious 
operation on the part of Bufalino and his assistants. There was no 
attempt on his part to increase the wages of the members of the union, 
settle labor disputes between the union and the employers, or to give 
union members any benefits, but only a concerted effort to obtain a 
monopolistic control of the entire jukebox business in the metropolitan 
Detroit area. 

Through these tvpes of illegal operations Bufalino attempted to 
force out of the union, and in some cases succeeded in forcing out, any 
members who would not comply with his demands and wishes, and 
to take over the business forme ly owned by these members and give 
it to his cohorts, all to the disadvantage of the former union members. 
The picketing, which was instigated by Bufalino, was designed to ruin 
the business of certain union members. It was not peaceful, but was 
accompanied by threats of ruin, by violence to the establishments 
picketed, if this was necessary to accomplish his objective. 

Bufalino and his assistants were unable to obtain the complete co- 
operation of the Michigan Automatic Phonograph Owners Associa- 
tion, Inc., in their efforts to create a monopoly in the jukebox business. 
His friends. who were members of this association, attempted to seize 
control and, when they were unsuccessful in this venture, withdrew 
from the association and were the principal founders of the Music 
Operators Guild of Michigan. The guild has cooperated in all re- 
spects with the union. 

The financial records of the union, local No. 985, were requested for 
the purpose of determining the disposition of the funds which had 
been extorted from the workingman. The committee was advised 
that the financial records of the union are destroyed at the close of 
each year.’ Thus, any attempt to ascertain who spent the moneys 
obtained by force and violence and why, by an examination of the 
union records, was successfully blocked. 


LICENSED VIOLENCE—BOMBS AWAY 


Several owner-operators of jukeboxes and coin-vending machines 
endeavored to renegotiate new contracts with the teamsters union, 
local No. 985, through its president, Bufalino. Testimony was given 
to the effect that their previous contract was illegal, as the old contract 
required the payment of $20 dues for each employee per month by the 
employer to the union, in violation of the provisions of the Taft- 
Hartley Act and the Wage Stabilization Act.° During the negotia- 
tions for a new contract, these owners, on advice of counsel, refused 
to continue paying dues to the teamsters union. 

Subsequent to the refusal to continue paying dues to the union, the 
establishment of one of these owners was bombed during August 1952. 
The bombing caused considerable damage ($4,000-$5,000) to the estab- 
lishment and to the cigarette-vending machines located therein.” 

Again, in January of 1953, the place of business of another one of 
these owners was bombed, resulting in serious damage to his building 
and his machines ($5,500 damage). 





® James R. Hoffa (hearings, pp. 293-304). 

10 Warren Ayres (hearings, p. 105), William F. Emig (hearings, pp. 228-231). 
1 Paul Gold (hearings, pp. 101, 103). 

22 Warren Ayres (hearings, p. 107). 
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At about the same time, two car-washing-machine companies were 
also bombed.* This was during the time that the teamsters union, 
local No. 985, was attempting to organize and unionize the car-washing 
industry in Detroit, Mich. 

It was the opinion of the owners and the persons testifying at the 
hearings that these bombings were instigated by ye alino, or the team- 
sters union. Only one person Was ever arrested + a suspect in the 
bombings by the Detroit police, and he was ama ntly released for 
lack of ev ide nce." 

After this series of bombings, the owners of the jukeboxes and 
coin-operated vending ee ; decided that discretion was the bet- 

r part of valor, and started again paying their $20 per month dues 
to the union for each of their e i sloyees. ‘These payme nts were made 
nvoluntarily and through fear and intimidation. The owners were 
fearful that their places of business or their customers’ places of busi- 
ness would be picketed and that other acts of violence on the part of 
the union would force them to liquidate their business. 

During the period of negotiation for a new contract with Bufalino 
and local No. 985. other union companies with “Bufalino’s blessing” 
were promiscuously jumping their locations. No new contract was 
ever negotiated with the union; the old one still prevails.” 

Another owner who had been successful in competing with other 
jukebox companies suffered union retaliation in that the union ad- 
vised establishments where he had jukebokes that he was no longer a 
WW a man, and that they would save themselves immeasureable trou- 
ble by replacing his machines with union machines. When the indi- 
viduals in these locations re fused to comply with the union demands, 
they received anonymous phone calls of threats of violence to their 
property, the result being that this owner lost many of his locations.” 

This type of operation on the part of the union 1s illegal. It is ag- 


vravated in view of the fact that up to the time that this owner re- 
») a other companie 7 jukel IOXNES with his own, he Was a paid-up 
Wnio}l member. The dispute between the owner and the union had 


no relation whatever to the question of wages, hours, or working con- 
ditions. The principal dispute was the outrageous and exhorbitant 
dues which were demanded by the union, for which no benefits were 
received, and the denial of the rights of free enterprise, namely solie- 
itation of new business. In effect, this was not the payment of union 
dues, but “tribute” to individuals who, under the mantle of unionism, 
were establishing a monopoly of the jukebox and ear-wash industries. 

A self-employer who operated 8 jukeboxes and had been a mem- 
ber of the teamsters union, local No, 985, for a period of 4 or 5 years, 
testified that at one time he was in arrears in his union dues. He tes- 
tified that he received anonymous phone calls threatening damage to 
his jukeboxes, as well as the breaking of windows at his locations, if 
he did not immediately pay his dues. 

\ few days after receiving this call, individuals at his locations re- 
ceived personal visits from parties representing and identifying them- 
elves to be union representatives. These union representatives 


Roy W. Clason (hearings, pp. 27-28), Paul Gold (hearings, p. 101). 
4 Paul Gold (hearings, pp. 101, 103). 

> Warren Ayres (hearings, p. 107). 

Linden F. Bush (hearings, p. 193). 
* Linden F. Bush (hearings, pp. 193, 197). 
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threatened to break windows and jukeboxes if the location proprietors 
did not forcibly remove the machines which they declared to be non- 
union and replace them with union-company machines. 

After this event took place, the owner-operator contacted the Detroit 
Police Department, who in turn advised him that they were powerless 
to take any action until some overt act of violence had been committed. 
He further testified to recelving a phone call from a person represent- 
ing himself to be a teamsters union official, who threatened him ina 
scurrilous manner. The witness decided that, in order to stay out of 
trouble, he would have to pay up his past dues and reinstate himself 
in the “good graces” of the union. This was involuntarily done, but 
he indicated that he had no other recourse if he desired to stay in 
business.'* 

Each member of the teamsters union, local No. 985, is required to 
furnish the union with the names and addresses of all business estab- 
lishments where his machines are located and to obtain “union permis- 
sion” before he can solicit business at new locations..® This device is 
utilized by the union to effectuate a monopoly in the jukebox industry, 
and allied coin-operated vending machines in the city of Detroit, Mic +h. 

An owner of a jukebox company, during July of 1950, was called 
before a meeting of the teamsters union, and re desi to remove 3 or 
4 of his jukeboxes from locations he had previously acquired. He 
testified that he was so requested in order that other operators and 
fellow union members could place their jukeboxes in his locations.*° 

At the time that he appeared before the board of the teamsters union, 
he was a paid-up union member and was not involved in any dispute 
with the union concerning wages, hours, or working conditions. Nev- 
ertheless, he was suspended from the union, and this suspension was 
based on his refusal to remove jukeboxes from his locations as re- 
quested by the union. 

The owner added that Bufalino made the statement that local No 
985 controlled the coin-operated vending-machine business to the ex- 
tent that he, Bufalino, had the last word as to where and with whom 
businessmen in the jukebox industry could operate. 

When the witness refused to remove his jukeboxes and turn these 
locations over to three companies suggested by Bufalino, the business 
establishments where his jukeboxes were located were picketed to an 
extent that beer and food were not delivered, and picket lines were 
formed in front of these places of business.” 

Thereafter, the witness instituted suit against local No. 985 and 
its officials on the grounds that Bufalino, the union, and members of 
the union, were conspiring and contederating yn the purpose of 
establishing a monopoly in the jukebox business in Wayne County, 
Mich. 

During the period of the suit, a cartage company, at the direction 
of Bufalino, picked up one of his machines and carried it away with- 
out his permission. The witness stated that another one of his ma- 
chines was stolen, but that he subsequently reached an agreement, 
through his attorney, with the union, at which time a new machine 
was returned to him at the instigation of Vincent Meli, a brother-in- 


18 Walter Szewezyk (hearings, pp. 124-129) 

1” Roy W. Clason (hearings, p. 18), Henry C. Lemke (hearings, p. 141). 
20 William J. Patterson (hearings, pp. 85-86). 
71 William J. Patterson (hearings, pp. 89-91). 
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law of Bufalino.* One individual was subsequently apprehended for 
the theft of this machine, but was never prosecuted. 

The substance of the agreement consisted of the witness’ promise 
to pay all of his union dues, which were in arrears, and in return the 
union promised to re place his machines and honor his locations. 

‘J he witness stre nuously ch jec ted to be in go foreed to submitting 
names and addresses of the establishments with which he did business, 
and paying exhorbitant dues in the amount of $20 a month per em- 
Pp lovee to the union He testified that he had no choice but to « ‘apitu 
late if he desired to remain in business. 

Another owner and operator, who had been in business for 54 years, 
testified that his operation consists of coin-operated game and photo 
graph machines. He, a member of the teamsters union, local No. 985, 
for over 2 years, was forced not only to pay dues for himself but also 
for his employees. In order to join the union he had to hire an 
attorney, who was friendly with the union officials, and pay a $500 
legal fee in addition to the $25 initiation fee. 

Membership in the union permitted him to place union stamps on 
his coin vending machines. In addition to union stickers, the union 
promised to maintain peace and harmony in the industry and to pro- 
hibit competitors from jumping his locations, ‘The witness also testi- 
fied that subsequent to joining the union he was forced to pay Vincent 
Meli $500 to remove his machine from one of his locations.”4 

Prior to making this payment, he complained to Bufalino about 
Meli jumping his locations, but Bufalino refused to help him, indi- 
cating that he would have to settle this matter with Meli. Vincent 
Meli is the owner of Meltone Music Co.. of Detroit, Mich. His uncle, 
Angelo Meli, financed this jukebox business by loaning him $380,000 
to start the business. Angelo Meli is currently the subject of pro- 
ceedings concerning cancellation of his naturalization. The Govern- 
ment’s case is based on alleged illegal and fraudulent statements made 
by Angelo Meli in his application for naturalization. 

‘The witness was also forced to sign a union contract which con- 
tained a clause providing for a 44-hour employee workweek, and when 
he complained that he could not afford a 44-hour week, Bufalino ad- 
vised him that he could negotiate the hours with his employees and 
that he, Bufalino, would not enforce the 44-hour-week clause. 

Approximately a year later, the witness testified, he was called to 
task by Bufalino and advised that the union was going to institute 
suit against him for the difference between the 44- and 52-hour 
workweek, which his employees had been working. 

A local attorney, for a legal fee of $500, again was successful in 
obtaining a release for the employer from his employees for their 
overtime claim. 

The witness further testified that currently he is approximately 
2 months arrears in his union dues and that he is particularly afraid 
of Bufalino, and fearful concerning his wife’s and his own lives.” 


22 Wiliam J. Patterson (hearings, pp. 91-94). 
Henry C. Lemke (hearings, pp. 135-137). 

* Henry C. Lemke (hearings, pp. 138-139). 

’ Henry C. Lemke (hearings, pp. 139-140). 

2° Henry C. Lemke (hearings, p. 141). 
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LOCAL LAW ENFORCEMENT INACTION 


The Wayne County prosecutor's office and the Detroit Police De- 
partment have taken no effective action with regard to any of the 
ille ‘cal actions on the part of the teamsters union or its offie ials. The 
reasons for this are many and varied, but they still amount to 
“inaction.” 

In one instance where a location window had actually been broken 
into by one of Bufalino’s assistants, the Wayne County prosecutor 
refused to issue a warrant and the Detroit Police De ‘partment refused 
to do anything, saying it was a matter between the association and 
the union.?? 

In connection with one of the bombings, the police department 
arrested one suspect, who was subsequently released. Their investiga 
tions were not energetic or thorough and they did not encourage an 
aggressive attitude on the an of the complainants.*® 

In another case, where an operator's locations were threatened with 
acts of violence, the local authorities advised they could do nothing 
about mere threats, but that some damage or harm must take place 
before they would act.” 

In one instance, an inspector of the Detroit. Police Department 
suggested to a complainant that he arm himself with a gun for his 
self-protection and even validated a permit to expedite his purchase 
of a gun. In other words, the police advised him to protect himself.*° 


HOFFA INFLUENCE 


Mr. James R. Hoffa is wnequestions ably the “teamster boss” in De- 
troit, as well as in many other areas. He is president of teamsters 
union, local No, 299; president of teamsters joint council 43; 10th vice 
president of the Teamsters International; secretary-treasurer of thi 
Teamsters Temple Association; president of the Michigan Confer 
ence of Teamsters; chairman of the Southern Conference of Team- 
sters and the Midwest Conference of Teamsters; negotiating chair 
man for 23 States on highway and city transportation and Central 
States Drivers Council; chairman, Central States Conference ; trustee, 
Central States Welfare Fund; and trustee for locals Nos. 247 and 614 
of the teamsters union. 

He has been described as the “brains” between this shakedown 
and power grab by Bufalino and his teamsters local No. 985. In any 
event, Bufalino could not have succeeded in gaining monopolistic 
control of the coin-vending business in Detroit without the cognizance 
and approval of Hoffa. 

Hoffa is a dominant figure in the teamsters union and virtually a dic- 
tator in certain areas, despite the fact that he has been found guilty 
and convicted of violation of the Michigan State labor law and 
the Federal antitrust laws.” 

In his testimony, Hoffa was contemptuous in that in three instances 
he refused to answer questions propounded by the committee which 





27 Harry S. Toy (hearings, p. 38). 

28 Paul Gold (hearings, p. 101). 

2 Walter Szewezyk (hearings, p. 126) 

% William F. Emig (hearings, p. 232). 

st James R. Hoffa (hearings, pp. 311-313). 
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were pertinent to the inquiry. The transcript on pages 302 and 303 
ndicates that Hoffa was questioned as to whether his wife was ever 
— on the payroll of the union and he refused to answer on ad- 

vice of counsel, alleging that the question was improper, not material 

pertinent to the inquiry.* 

\gain, as set forth on pages 305 and 306 of the transcript, Hoffa 
was requested to name all the business organizations, proprietorships, 
partnerships, or corporations in which he had a financial interest. 
On ady 1¢ e of counsel, he refused to answer on identical erounds. 

Pages 306 and 307 of the transcript reflects that Hotta was ques- 
tioned concerning his interest in the Test Fleet Corp. Hoffa again 
refused to answer on the same grounds, that this question was im- 
proper, not material or pertinent to the inquiry.” 

According to Hoffa’s testimony, all financial records of teamsters 
union, local No. 299, of which he is preside nt, are destroved each year. 
His authority for the destruction of records, he claimed, is provided 
for in the Teamsters International constitution. Hoffa stated that the 
international constitution permits the joint council to make their own 
bylaw Ss. Joint council No. Le}, of which Hoffa is president, has juris- 
diction over his local No, 299 and he claimed the joint council issued 
directions to the locals to destroy their records each year. This was 
done to save storage space, according to Hoffa’s testimony.” 

Internal Revenue Regulations, Treasury Decision 5381 and amend- 
ment to section 29.5401, reculation 3, reads as follows: 

The books of record required by this section shall be kept at all times avail- 
able for inspection by internal-revenue officers and shall be retained so long 
as the contents thereof may become material in the administration of any inter 
nal-revenue law. 


RESULTING LOCAL ENFORCEMENT ACTION 


Incidental to the hearings: the purposes of which were to investi- 
gate Federal and State cooperal ion in the suppression of racketeering, 
to evaluate the effectiveness of the administration and enforcement of 
statutes to suppress racketeering, to determine whether the Anti- 
Racketeering Act of 1934. as amended, and the Federal statutes regu- 
lating interstate and foreign commerce were being fairly interpreted 
and adequately administered; to ascertain whether the interpretation, 
administration, and enforcement of the laws complied with the spirit 
and intent of Congress: and to determine whether additional legisla- 
t10n Is necessary to bring about the objectives Congress had in mind 
when such legislation was enacted: but as a result thereof, the local 
authorities instituted corrective action against some of the extortion- 
ists, Gangsters, and perpet rators of violence. 

Asa result of their action, 12 individuals, including Bufalino, were 
indicted for extortion and conspiracy to extort, conspiracy to obtain 
money and property under false pretenses, conspiracy to molest certain 
persons in their occupation, and conspiracy to force certain persons 
to become members of a labor organization. 


‘ 
cle 


James R. Hoffa (hearings, pp. 302-303) 
* James R. Hoffa (hearings, py Of 6) 
‘James R. Hoffa (hearings, pp. 306-307). 

James R. Hoffa (hearings, pp. 29 04) 
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Hoffa, who has the authority and power to remove or suspend Bufa- 
lino as president of one ot the teamsters union locals, has remained 
inactive, but not silent. Hoffa has indicated that he intends to take 
no action toward removing Bufalino unless he is convicted. 


CONCLUSION AND RECOMMENDATIONS 


A review of the hearings indicate clearly that there exists in De 
troit, Mich., a situation which is injurious to the rank and file union 
member. Ifthe situation is permitted to continue to exist and spread, 
as it no doubt will unless corrective action is taken, it could well mean 
the destruction of the labor movement itself, and result in great hard- 
ships to workers and the disrupting of the economic life of the coun- 
try. Immediate steps must be taken to avert this trend of extortion, 
gangsterism, and dictatorship by a few selfish and power-lustful 
racketeers who are operating under the guise of being labor leaders 

The following recommendations are submitted with a view of recti- 
fying and eliminating the continuation of the atrocious situation 
which was disclosed as a result of the hearing: 

(1) That copies of the official transcript of the proceedings 
and the accompanying report thereto, be furnished the Attorney 
General of the United States, the United States attorney at De 
troit, Mich., and the district attorney at Detroit, Mich.; 

(2) That those officials initiate appropriate action to secure 
grand jury investigations of those phases of the hearings which 
reflect possible violations of Federal and State laws; 

(3) That those officials be invited to report to the House Com- 
mittee on Education and Labor and to the House Committee on 
Government Operations and to the House Committee on the Judi- 
ciary their findings; 

(4) That consideration be given by the full Committee on 
Education and Labor and the Committee on Government Opera 
tions to citing James R. Hoffa for contempt in three instances; 

(5) That additional investigation and hearings be held to 
further develop the racketeering which exists in labor activities; 
and 

(6) That the hearing record be further examined by the Com 
mittee on Education and Labor for evidence of the manner in 
which Federal statutes could and should be amended to prohibit 
the continuation of this type of operation and to insure that the 
intent of Congress when they enacted the Labor-Management Re 
lations Act of 1947 is not being disregarded. 

Wiat Situ, Joint Chairman. 
Ciare E. Horrman. 
Grorce H. Benver. 
Pum M. Lanprum. 








ADDITIONAL VIEWS BY ROBERT L. CONDON, 
OF SUBCOMMITTEE OF GOVERNMENT OPERA- 
TIONS 


\s is stated in the majority report, hearings were held in Detroit, 
Mich., on June 8, 11, 12, and 13, 1953. The hearings were concerned 
primarily with the problems existing in that area relating to jukeboxes 
and colin vending Thien hine operators. During the hearings, I exX- 
pressed the opinion that I did not see where the Federal Government 
had authority to legislate on what seemed to me to be a matter ot 
local jurisdiction in its entirety. There have been many expressions 
recently made that the Federal power is invading matters of local 
concern and that more and more business and human relationships 
should be entirely surrendered to the soverelgnty of the States. I do 
not wholeheartedly subscribe to the views of these spokesmen of States 
rights, but it seems obvious that if a situation exists in a community 
upon which the Federal Government cannot constitutionally legislate, 
then I do not believe the Federal Government should spend its time, 
ind the taxpayers’ money, to investigate. Lam not hereby maintaining 
that the power to investigate on the Federal level is as narrow as the 
power to legislate. On the other hand, I do maintain that where a 

tuation exists in which it must be conceded there is no power to 
legislate then I think Federal nVestigations serve ho useful function. 

Labor racketeering in industries affecting commerce is undoubtedly 
within the scope of the Federal power. Labor racketeering in an 
industry which does not affect commerce, such as the jukebox and 
coin vending machine business, which can only have a remote effect 
on commerce are not within the scope of Federal jurisdiction. The 
ittorneys for the union involved challenged the jurisdiction of the 
ubcommittee on the grounds, among others, that the industry was not 
subject to the control of the Federal administration. ‘The attorney 
for some of the individuals who testified stated that he thought the 
lederal power under the commerce clause did apply. It was signifi 
cant, however, that at no time did anyone file any charges under the 
Labor-Management Relations Act of 1947, and apparently no com 
plaints were made to the United States attorney or Department of 
Justice relating to any of the activities which were developed as a 
result of testimony before the committee. 

I am not condoning and do not condone hoodlumism, acts of Vvl0- 
lence, extortion, or other crimes that may be committed by members 
of trade unions and by other citizens of the United States, nor do I 
believe that Suc hy activities are widespread. | do not believe, more- 
over, that 1t is the function, or should be the function, of the Federal 
Government to take over local police powers unless it can be shown 
that ome riohts secured under the Federal Constitution are clearly 
being violated. Such a showing, in my opinion, was not made in con- 
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nection with the hearings in Detroit. Indeed, part of the recom- 
mendations of the majority relate to further procedures and possible 
criminal actions under the laws of the State of Michigan. It is my 
understanding that the State of Michigan has in fact taken action un- 
der local law against some of the persons named in the hearings. 
This, I think, is proper and I think the whole matter can, and should, 
be resolved by the officials of the city of Detroit, of Wayne County, 
and of the State of Michigan. 

I cannot join in the conclusions and recommendations of the ma- 
jority for another reason. On January 20, 1954, the Committee on 
Government Operations, by a majority vote, referred to the Subcom- 
mittee on Public Accounts, headed by Hon. George Bender, a resolu- 
tion to investigate labor racketeering insofar as it affects Federal 
power. Mr. Bender was a member of the subcommittee which held 
the Detroit hearings and is fully apprised of the testimony therein 
taken. His committee has been given full jurisdiction over such 
activities insofar as the Federal power attaches. My recommendation 
would therefore be that the transcript and information obtained dur- 
ing the investigation be referred to this subcommittee for whatever 
action within the Federal jurisdiction his subcommittee deems neces- 
sary. 

Respectfully submitted. 

Roperr L. Conpon, 
Member of ¢ Ongress. 


Frespruary 12, 1954. 





ADDITIONAL VIEWS OF CLARE E. HOFFMAN 


In the additional views filed by the gentleman from California, 
Hon. Robert L. Condon, he again, as he did at the hearings, questions 
the jurisdiction of the Committee on Government Operations. He 
writes: 

* * It seems obvious that if a situation exists in a community upon which 
the Federal Government cannot constitutionally legislate then I do not believe 
the Federal Government should spend its time, and the taxpayers’ money, to 
investigate. 

I agree that if the Federal Government has no interest in and cannot 
legislate to correct, a harmful situation, congressional investigations 
might not be proper, but where citizens are being deprived of their 
right to earn a livelihood, of their property; are being compelled by 
an organization and individuals operating in more than one Sté ite to 
pay tribute to an organization not authorized to collect funds from 
citizens, and where individuals or groups are acting in direct violation 
of the Anti-Racketeering Act of 1934, as amended, it is obvious that 

Federal Government can and should enact legislation to protect 

CICIZeNs, 

Beyond question, it is within the authority, and then becomes the 
duty, of congressional committees to obtain the necessar y information 
to enable the Congress to legis}: ate wise ly. 

\pparently, my colleague has a short memory for, in the next 
sentence, contradicting himself, he writes: 

im not hereby maintaining that the power to investigate on the Federal 

as narrow as the power to legislate. 

Bennet ‘ally and in court decisions, there is ample proof that each 
committee had authority to compel the giving of the information it 
sought. 

Respectfully submitted. 

Crare E. Horrman. 











QOCUMENTS EXPEDITING PROTECT 


SUMMARY OF FINANCE COMMITTEE 
AMENDMENTS TO H. R. 8300 


Amendment No. 1 Pp 1 of ee 
1? : 
Clerical amendment to table of subi iaptel 
Ame / dime nt No Z p g Of Comin 


Amendment No. 3 p > of committe 
Your committee has rep uced the hes YT tamiuy provision 
House bill with the head of household Provision In present 
a result heads of households will continue to receive only half the 


benefits of income splitting and must live in the household 
tuxpaver On the other hand, however, a taxpaver may claim hea 
of household status for a child which does not q ralif as a depend rit 
if the taxpayer supplies more than half of the cost of maintaining the 
child in his home Moreover, the other de pe ndent who may qualify 
a taxpayer for this status may be any individuals whom he may claim 
as dependents for purposes of obtaining the S600 dependency exemp- 
tion, and not just the close relatives previously mentioned 

Your committee restored existing law in this area because the 
majority of the committee members believe that the benefits of income 
splitting go primarily to those in the upper and middle income groups 
and, therefore, were opposed to extending Income splitt ne bevond its 
present boundaries The view was also ¢ xpre ssed that this provision 
Was not necessary to the maintenance of tax equality between common 


law and community property States 


: j ; : 
Amendment Vo f p fh of committee amendment 


Conforming changes to amendment Nos. 2 and 3 


Amendment No. 5 (p.? of comn ittee amendments 

Clerical amendment to section 4, rules for optional 
ime ndme nt No. 6 p. ¢ of comn ittee amendments 

Clerical amendments to section 5, cross references relating to tax on 
individuals. 
Amendment No. 7 Dp 7 of committee amendments 

This is a clarifying change in section 11, tax imposed on corporations. 
Amendment No. 5 p. S of committes amendments 

Clerical amendment to section 12, 
corporations. 


cross reference relating to tax on 


Amendment No. 9 p. 8 of committee ame ndments 
Clerical amendments to table of contents 
Ame ndme nt No. 10 \p). o of cCommn ittes aine ndn ents 
redit and exclu- 
from any insur- 
1 


The House bill denied the hew div idends rec ived 


sion for individuals with respect to dividends receives 


( 
] 
| 
t 
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ance company. This amendment grants the credit and exclusion for 
individuals with respect to dividends from stock fire, casualty, title, 
and marine insurance companies. This change was made because 
these insurance companies are subject to the full corporate rate. The 
dividends received credit and exclusion for individuals is not to be 
available with respect to dividends paid by life insurance companies 
or mutual insurance companies generally. 

This amendment also deletes the “dividends in kind’’ rule in sub- 
section (d) (1) because this rule was already covered in the corporate 
reorganization subchapter, 

Clerical changes are also made. 

Amendment No. 11 (p. 9 of committee amendments 

This is a conforming change with respect to 14-point foreign income 
tax credit which was eliminated by your committee’s action. See 
amendment No. 207. 


Amendment No. 12 (p. 9 of committee amendments) and 


Amendment No. 18 (p. 9 of committee amendments) 

Your committee has made three substantive changes in the House 
provision relating to the special tax credit for retirement income up to 
$1,200 a vear. 

One of these changes extends this retirement income credit to 
pensions, annuities, or similar payments received under public retire- 
ment systems by individuals even though they are below the age of 65. 
The House bill in no case provided a retirement income credit for 
those below this age limit. Your committee made this change because 
school teachers, firemen, policemen, and similar public employees who 
are retired before the age of 65 are dependent for their livelihood upon 
the pension income they receive from governmental units. Where 
they are able to obtain employment in other occupations, the require- 
ment already in the House provision which reduces the credit avail- 
able to them by the amount of their earnings in excess of $900 will 
prevent any benefit under this provision. 

This amendment also removes the so-called earnings test for indi- 
viduals 75 years of age or over. Thus, an individual who has reached 
the age of 75 will not have to reduce the retirement income credit he 
receives dallar for dollar for any earned income which he may receive 
above $900. This change was made by your committee in order to 
conform this provision more closely with the social security benefit 
system which has ns» work clause for those age 75 or over. 

Your committee has also made the retirement income credit 
unavailable in the case of nonresident aliens. 

Amendment No. 14 (p. 12 of committe amendments 

Clerical amendment to section 39 of the House bill relating to the 
cross-reference for overpayment of tax, 
Amendment No. 14 (p. 12 of committer amendments) 

Conforming change to partnership provisions. 
Amendment No. 16 (p. 12 of committee amendments) 

Technical amendment to correct error in House bill in seetion 62 
relating to adjusted gross income. 
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{ Amendment No. 17 (p. 12 of committee amendments 

Technical amendment to correct error in House bill in section 62 
relating to adjusted gross income, Also, a conforming change to 
estate and trust provisions. 

Amendment No. 18 (p. 13 of committee amendments 

Clerical amendment in table of sections. 
Amendment No. 19 (p. 18 of committee amendments 

The House bill provided that payments pursuant to written sepa- 
ration agreements would be treated as alimony payments. Your 
committee’s amendment makes the House provision effective only as 
to written separation agreements executed after the date of enact- 
ment of this title, because the spouses may have entered into agree- 
ments before this date in reliance on existing law. 

Your committee also provides that periodic payments to a wife 
under a decree for support will be treated in the same manner as 
alimony payments where the decree is entered after the date of 
enactment. This amendment is made because in certain States a 
decree for support takes the place of a decree of separate maintenance, 
and the husband is deprived of an alimony deduction because of 
that fact. 

Amendment No. 20 (p. 14 of the committee amendments 

This amendment is a clarifying amendment to the annuity pro- 
visions and provides that if both emplover and employee have con- 
tributed to the cost of an annuity, the adjustment for the value of 
the refund feature will be allocated appropriately between the employer 
and employee contribution. 

Clerical changes are also made. 

Amendment No. 21 (p. 15 of the committee amendments) 

This amendment makes clerical changes in the section dealing with 
annuities. 

Amendment No. 22 (p. 14 of the committee amendments 

This amendment strikes out section 72 (j) and replaces it with 
section 691 (d). Both provide a deduction to the survivor under a 
joint and survivor annuity based on the estate tax pavable on a 
part of the annuity. See amendment No. 176 for further explanation. 





Amendment No. 23 (p. 15 of the committee amendments) 


A new subsection (1) is added to the annuity and endowment pro- 
visions which provides that face amount certificates will be treated 
as endowment contracts for purposes of the 3-vear spreading device 
when proceeds are received in a lump sum. ‘This also provides that 
proceeds on these certificates taken as annuities will be taxed in the 
same manner as proceeds of regular annuity contracts. This is asso- 
ciated with the changes in section 1232 which resolves the uncertainty 
under existing law by providing that the gain on the certificates 
issued after 1954 will be treated as ordinary income. 

Clerical changes are also made. 


Amendment No. 24 (p. 16 of committee amendments) 


This amendment which relates to the tax treatment of discharge of 
indebtedness is discussed in connection with amendment No. 33. 
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Amendment Vi 2/) p 16 of committe amendments 


) 


A conforming change required by amendment No. 24 
Amendment No. 26 pP 16 of committee amendments 


A conforming change required by amendment No. 24. 


Amendment No ? Dp. 16 of committee amendme) Is 


Conforming change in table of contents 
AD endment No ZO Dp 16 of cComn itter dine ndme nts 


This amendment returns to present law in limiting the exemption of 
life-insurance proceeds of a contract which has been transferred for a 
Valuable consideration except that the House exemption is continued 
where the exemption is for certain business reasons. Under present 
law the exemption is limited to the amount of the consideration plus 
premiums later paid by the transferee, The » House bill removes the 
limitation altogether 


/ 


aime? fment No. 2Y p / 7 of committee amendments 


The House bill provided that death-benefit, lump-sum distributions 
from projit-sharing or stock-bonus plans would obtain the $5,000 
emplovee insurance exemption when paid to a beneiiciary after death 
even though the emplovee had a nonforfeitable right to receive such 
amounts while living. The amendment extends the same advantage 

lump-sum distributions of pension plans. 

This amendment also generally increases the amount of tax-free 
interest on installment payments of life-insurance —— over the 
amount provided in the House bill. Under the House bill this tax-free 
interest is limited to $500 in the case of the widow and $250 in the case 
of each of certain immediate dependents. The amendment proy ides 
an exclusion of $1,000 in the ease of the widow and no exclusion 
for other dependents. There appears to be little reason to grant the 
exclusion to surviving children since, where the mother is dead, the 
interest of the children in the principal proceeds is protected by 
guardianship laws until they attain majority. 


Amendment No. 30 p 18 of committee amendments) 

This is a technical amendment to correlate the gift exclusion under 
the income tax with the provisions relating to the inclusion of income 
received by a beneficiary of an estate or trust in subchapter J. 

Ame ndn ent No. aT p. ls of committee amendme nts) 

Present law exempts retirement income of members of the armed 
services who are retired for physical disabilitv. The amendment 
extends the exemption to members of the Coast and Geodetic Survey 
and the Public Health Service who are retired on account of injuries 
received while on active service. 





Amendment No. 32 \p. 19 of committee amendments) 

Under present law employer-financed accident and health benefits 
are fully exempt if paid under an insured plan and fully taxable other- 
wise. The House bill provided that these benefits would be fully 
exempt if they were reimbursement for actual medical expenses and 
taxable only to the extent of the excess over $100 a week if they were 
compensation for loss of wages under either an insured or noninsured 
qualified plan (but the exclusion would be reduced for amounts re- 
ceived under nonqualified plans 
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This amendment follows the general line of the House provision 
but makes four significant changes. 

1) The requirements for qualification of a plan are dropped. 

2 Emplover-financed Dlans handled through an employee asso 
ciation are treated as other e nploy " plans. 

3) A specific rule is provided exe npting certain lump-sum benefits, 
such as payment for loss of a leg 

} A Waiting perl dis no lone r to be a test of qualification, Dut 
no exclusion is to be available for amounts paid with respect to the 
first 7 days an individual is away from work 
Amendment No. 33 (pn. 21 of committee amendment 


Rhis amendment returns to the existing law treatment of income 
| 


arising from the discharge of indebtedness in lieu of the treatment 


In thre Hlouse bill which ocensioned doubt 2s to its meanime and ( fleet 


Under existing law, a corporation is permitted to exclude from income 
amounts attributable t >the diseh: ‘oe of indebt cdiness if t re Indebted- 
hess is evidenced by as CULTS ind the corporation also elects a 
corresponding reduction in the basis of its property. This amendment 


restates the provisions of existing law, except that the treatment is 


oA | . , arna "a ¢ 1 +] Wrem f « hh 
extended to noncorporate taxpayers and the requirement Of a security 


is eliminated 


Amendment No. 3 n. 22 of committee amendments 


1 " } ] . ‘ ‘ | 
Conforming amendment to deletion of section 76 (x lating to Incill- 


1 , , | | . lebted 

SiIOM In gross income of income from discharge of indebtedness 
: ’ 

Amendment \ » 5 ») 22 otf committee amendments) and 


Amendment No. 56 p. 23 of committee amendments 


The House bill contains a new provision for determinine whethet 
' 


amounts received as scholarsh Dp and I llowship vrants are to. De 


included in gross income. The general rule is that such amounts are 
excludable (ineludine the value of contributed services and accom- 
modations such as room, board, and laundry), but not to the extent 


that the payments are for teaching, or research services in the nature 
of part-time employment 

Your committee extends the teaching or research exception to pay- 
ment for “other services,” which represent part-time employn ent 
However, payments for teaching, research, or other services will 
not be taxable if such services are required of all candidates for a 
degree 

Under the House provision 
not candidates for a degree were to be excludable only if the annual 
amount of the grant, plus any compensation received from the recip 
ient’s previous employer, is less than 75 percent of his salary for the 
preceding year. Since this provision could result in taxing grants 
which were clearly not intended as a continuing salary payment, there 
is substituted for the 75 percent rule an exclusion of $300 per month 
for a maximum of 36 months for individuals who are candidates for 
degrees but only if the grantor is a tax-exempt organization the 
United States or an instrumentalitv or ageneyv thereof, a State, a 
Territory, or a possession of the United States or any political sub- 
division thereof, or the Distriet of Columbia 


erants received by individuals who a 


Amendment No. 37 p. 25 of committee amendments 


Conforming amendment to corporate reorganization provisions. 
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Amendment No. 38 (p. 25 of commitiee amendments 

The House provision is substantially rewritten to provide that meals 
or lodging furnished to an employee are not includible in his income 
if they are furnished for the convenience of the employer. To be 
excludable in the case of meals, the amendment provides that the meals 
must be furnished on the business premises of the employer, while in 
the case of lodging the e nplovee must be required to accept the 
lodging on the business premises of the employer as a condition of his 
employment. It is further provided that the provisions of an employ- 
ment contract or a State statute fixing the terms of employment are 
not to be determinative ot whether the meals or lodging are intended 
as compensation 

This amendment more sharply defines the area of exclusion than 
does the House provision. It should prevent the taxing of meals and 
lodging furnished to employees of State institutions where such meals 
or lodging are furnished for the convenience of the employer but are 
taxed to the enployee under existing law solely because a State 
statute indicates that they are furnished as compensation, 
Amendment No. 39 (p. £6 of committee amendments 

A $600 exemption may be taken for a dependent under existing 
law only if he has gross income of less than $600. The House bill 
provides that the $600 earnings limitation is not to be applied if the 
dle pr ndent is the taxpave r’s child under the age of 19 or is a full-time 
student in an educational institution during at least 5 months of a year. 

This amendment extends the above House provision to an individual 
who is pursuing a full-time course of institutional on-farm training 
under the supervision of an educational institution or State or local 
governmental unit, since the practical training under such an on- 
farm program appears equally deserving of tax benefits as attendance 
at a regular educational institution 
Amendment No. 40 (p. 26 of committee amendments 

Under present law, an individual may not be claimed as a dependent 
if he is a citizen or a subject of a foreign country unless he ts a resident 
of the United States or of a country contiguous to the United States. 
Thus, an individual who is a citizen of both the United States and of 
a foreign country but is resident in a noncontiguous foreign country 
may not be claimed as a dependent. This amendment will enable 
such an individual who has dual citizenship to be claimed as a de- 
pendent if he is a United States citizen. 
Amendment No. 41 p 2” of committee amendments 

Conforming and clerical amendments to cross references. 
Amendment No. 42 p 2? of committee amendments 

Conforming amendment in cross-reference subsection. 
Amendment No. 43 p. 27 of committee amendments) 

The House provision permitted an interest deduction for carrying 
charges on installment purchases where the carrying charges were 
separately stated, but the interest could not be ascertained. The 
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deduction in the House bill was limited to 6 percent of the average 
unpaid balance due on the installment contract during the taxable 
year. 

This amendment deletes the House provision. 
Amendment No. LA (p. 28 of committee amendments 

Under existing law taxes assessed against local benefits which tend 
to increase the value of the property assessed are deductible only to 
the extent the taxes are allocable to maintenance and interest charges. 

This amendment provides a further exception which allows a 
deduction of taxes levied by a special taxing district if the district 
covers the whole of at least one county (including at least 1,000 tax- 
pavers) and the assessments are levied annually at a uniform rate on 
the same assessed value of real property as is used for beet of the 
real-property tax generally. In such cases the taxes in the special 
taxing district are more nearly comparable to a seni tax levy 
than to a special assessment which increases the value of the property 


assesse¢ | . 


Amendment No. 45 (p. 28 of committee amendments 


Under existing law a taxpaver who buys real estate may be denied 
a deduction for the local property taxes which he assumes and pays, 
if under the local law the seller of the property had become liable to 
the tax prior to the date of sale. The House bill provided for an 
apportionment of the tax deduction between the buyer and seller in 
all cases whether the taxpayers were on the cash or accrual method 
of accounting. 

This amendment provides that the apportionment rule is not to be 
applied where either party to the transaction is an accrual basis 
taxpayer who has not elected the new rule for accrual of real property 
taxes provided in section 461 (ce). Since the acerual rule and the 
apportionment rule are interdependent, it is deemed necessary to make 
the ee rule inapplicable where one of the parties is an 
accrual basis taxpaver who has not elected the new accrual rule. 
Amendment No. 46 (p. 29 of the committee amendments 

This is a conforming amendment to the changes made by No. 263 
in the consolidated return provisions and provides that an ordinary 
loss will be allowed on securities of affiliated corporations only if the 
parent owns 95 percent of the steck of the subsidiary instead of 80 
percent as provided in the House bill. 


in 


Amendment No. 47 (p. 29 of committee amendments 


A new provision is added to the deduction for bad debts which will 
permit a noncorporate taxpayer to deduct as a business bad debt any 
payment which he makes on a guaranty, endorsement or indemnity of 
a noncorporate obligation provided ~ at the proceeds of the obligation 
were used in the borrower's trade or business. The amendment will 
thus permit a business bad debt tress even though the taxpayer 
is not himself engaged in the business of making loans. 

A conforming amendment is made in this section to amendment 
No. 228 which strikes out the provision in the House bill relating to 
mortgage foreclosures. 








¢ 
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House bill has been 
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the Internal Revenue Service would 







hot be pern edd to disturb a depreciation rate unless the corrected 
vercent from the useful life 
emploved by the taxpaver Because this provision would be deemed 
Inadequate in many instances, it has been eliminated from the House 







eful life differed by more than 10 7 
l 













The following additional technical amendments are adopted by 

your committee , 
/ f if ( tf metho rt di pi atic h / the Same laxrpayel 

Under the House bill it is not clear whether different methods of de- 






proper! ies Ol classes of proper- 
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ties by the same taxpaver. An amendment has been made to clarify 
the House bill in this regard which will permit the consistent use of 
different depreciation methods for particular items of property and 
for different classes of property 

bh) Treatment of Ph i in process on Jan uary 1, 1954 Under 
the House bill new depreciation allowances are available only to that 
portion of construction cost incurred subsequent to 1953. Since this 
limitation raises difficult valuation problems, an amendment is adopted 
which will permit the entire cost of construction to be depreciated 
under the new methods where the construction is completed and the 
property is first put into use after December 31, 1953. 

(ce) Restriction of declining balance rate on short-lived assets The 
House bill contained no limitation on use of the declining balanes 
method for short-lived properties. since a property with a 2-vear 
service life could thus be written off in the vear of acquisition, the use 
of the liberalized methods appears inappropriate in such cases. An 
amendment to the House bill, therefore, restricts liberalized allowances 
for depreciation to assets with useful lives of 3 or more years 

(d) Technical amendment relating to de pi eciation im prove menis of 
mines.—An amendment corrects language in a cross reference which 
implied that the more liberal depreciation provisions did not apply 
to depreciable mine improvements. 

(e) Allocation of depreciation in case of an estate. Conforming to 
changes made in the estate and trust provisions, the same allocation 
of de a by the estate and its heirs, legatees and devisees is 
made as is presently permitted under existing law in the case of a 
trust. 


. hd : ‘ ; 
Ame nil me nt No. 4 Dp. o2 Of committee amendments 


Clerical amendment to section 168 relating to amortization of emer- 
gency facilities. 


} y pe . } 
Amendment No. 55 (p. 32 of committee amendments 

} y ~fa ) ° 
Amendment No. OO p. ag Oy committe amendments a) / 
Amendment No. 4 yp. 32 oF committe amendments 


The charitable contribution limitation for individuals is raised by the 
House bill from 20 percent to 50 percent of adjusted gross income but 
the added 10 percent is to be allowed only for charitable contributions 
to h spitals, edueational institutions and to churches 

technical amendment to the charitable contribution limitation is 
made to insure thé at the additional 10 percent is applied to the aggre- 
mate ¢ cifts to the above-mentioned charities and not to each oft. 

The House bill also contains a liberalization of the unlimited chari- 
table deduction where the taxpaver’s charitable contributions and 
income tax in the current vear and in each of the 10 preceding taxable 


vears equals 90 percent or more of his taxable income. Under the 
House provision this test need be met in only 9 out of the 10 preceding 
vears. The amendment further liberalizes the provision by extending 


the unlimited deduction if the test is met in the taxable year and 8 of 
the 10 preceding taxable vears 

Two other minor changes are made in the House bill: (1) A gift 
to the United States, the District of Columbia or to a State, Territory, 
possession, or any political subdivision thereof is deductible under 
subsection (c) (1) instead of under subsection (ec) (2) (B); (2) contri- 
48716—54 


2 
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butions to nonprofit cemetery and burial companies are made deduc- 
tible charitable contributions. 


, - 2 . . ) 
An endn ent Vo ws Pp. Jd ¢ f committee amendme nts and 


j Lane } dn ent No DY p SS of committee ane ndme nts 

Under existing law, bond premiums may be amortized to maturity 
or to an earlier eall date. The House bill provides that the premium 
on callable bonds may be amortized to the nearest call date only if 
such date is more than 3 vears from the date of original issue of the 


bonds. This provision applies only to bonds issued after January 22, 
1951, and acquired after January 22, 1954. 

Your committee has modified the House provision so that if a 
bond with a call date of 3 years or less is, in fact, called prior to 
maturitv, the holder will be entitled to an ordinary loss instead of a 
capital loss deduction. It appears only equitable to extend full 


amortization of the premium (ordinary loss deduction) where the 
bond with a short eall date is, in fact, called 

Your committee has also provided that the House treatment o 
amortization of premiums of bonds with short-call dates will apply 
only to fully taxable bonds. In the case of tax-exempt bonds the 
effect of the Hause provision was to create an inadvertent loophole. 
Denial of writeoff of the premium for bonds with short-call dates 
would result in reducing the downward adjustment of basis of the 
bonds. Thus, where the exempt bonds would be called at an early 
call date, the holder would realize a fictitious loss for tax purposes. 
Your committee prevents this result by limiting the House provision 
to fully taxable bonds 


¢ 


Amendment No. 60 (p 34 of committer amendments 

y ; » e - } 
Amendment No 61 Pp. 34 of committee amendments 
A ( ndment Vo 62 p. 3d of committee amendments). and 


Ame? / ent Vo 63 (p. 3) of committee amendments 


Under present law, a net operating loss carry-forward of 5 vears IS 
provided. The House bill extends the carryback from 1 year to 2 
vears which, in combination with the 5-year carry-forward, provides 
an S-vear span for absorbing losses. Your committee has accepted 
this provision of the House bill and has extended a proportionate 
benefit of the additional l-yvear carryback to fiscal year taxpayers 
having taxable years beginning in 1953 and ending in 1954. 

Your committee has also made an important change in the method 
of computation of the net operating loss. Under existing law, certain 
adjustments (commonly referred to as the economic loss adjustments) 
are made in computing the net operating loss. For example, the 
loss must be reduced by any tax-exempt interest received by the 
taxpayer and by the excess of percentage or discovery depletion 


over cost depletion. Also, the corporate dividends received credit 
is of no benefit in a loss year since the credit is limited to 85 percent 
of net income (zero in a loss year). Essentially the same adjustments 


are likewise made in the vears to which the loss is carried before the 
loss may be applied against the income for that vear. 

Under the House bil, the adjustment for tax exempt interest is 
eliminated entirely, but the other adjustments are retained for the 
loss year and in determining the income for any year which must be 
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subtracted from a net operating loss to determine the portion of tne 
loss that will be available to carry forward to a subsequent year. 

Your committee has eliminated the adjustment for the excess of 
percentage depletion over cost depletion, both as to the loss vears 
and as to any subsequent year from which a loss is carried. Also, 
for purposes of the net operating loss, the dividends received deduc- 
tion (including the special dividends received deductions under sees. 
244 and 245) is computed without the limitation of the House bill 
which restricts the deduction to 85 percent of taxable income Simi- 
larly, the limitation imposed on the deduction under section 247 
(dividends paid on certain preferred stock of public utilities) is elimi- 
nated for purposes of the net operating loss. 

In contrast to the House provision, no dividends received adjust- 
ment is required ,as to any subsequent vear from which a loss is 
carried, 

The effect of the amendments made by your committee is to remove 
the discrimination against the business with fluctuating income 
Which must use the net operating loss provisions. Such a business 
will be permitted the same tax benefit from percentage depletion, for 
example, that is available under present law to a competitor having 
stable income. 


Ame ndme nt No. 64 Pp. 37 of committee ame ndme nts 


This amendment restores the language of existing law with respect 
to circulation expenditures because concern was expressed that the 
rearranged language of the House provision might effeet an unintended 
substantive change. 


Amendment No. 65 (p. 38 of committee amendments) and 


Ame ndme nt No. 66 (p. 38 of committee ame ndme nts 

This is a conforming amendment to section 174 relating to research 
and experimental expenditures. 

Amendment No. 67 p. 39 of committee amendments 

The House provision permits taxpayers to elect to expense, rather 
than capitalize, any expenditures for soil — water conservation, and 
for prevention of land erosion, with respect to land used im farming 
These expenditures include (but are not limite dt to), leveling, grading, 
terracing, contour furrowing, planting of windbreaks, the construction, 
control and protection of diversion channels, drainage ditches, ponds, 
etc., but do not include facilities, appliances, and structures of a 
character which is subject to the allowance for depreciation. The 
deduction for any taxable year 1s limited to 25 percent of the gross 
income derived from farming but any expenditures in excess of the 
allowable maximum may be carried over as a deduction to subsequent 
years. 

Amendments were adopted to the House bill making it clear that 
the provision applies to earthen dams not subject to depreciation and 
to the construction, as well as the control and protection, of water 
courses, outlets, and ponds. 

Your committee also made the provision applicable for expenditures 
by farmers to satisfy special assessments of soil or water conservation 
districts to defray expenditures made by such districts which would 
be deductible under this section if made directly by the taxpayer. 
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The provision of the House bill requiring that any expenditures in 
excess of the 25-pr reent limitation he adade d., to basis until such time 
as they become deductible in a future year has been deleted by vour 


colmmittee as beng unduly ly irdensome 


Amendment Na fis iL , f eommittee amendments 

Technical and = clet oa) amendments to section 213. relating to 
medical, dental, ete xpenses o! individuals 
Aime? lment Vo “iY p 12 of committee amendments 

The House bill provides wl one ded metion Tol child-care CNPenses 


paid DY a Working widow. widower, or divorced person, ora working 


mother whose hush: nd is me apacitated The ded CtlOn Is limited to 


actual expenses up to S600, paid for the purpose of permitting the 
taxpavel to be eaint{ lly emploved kexpen ( pat toa pe rson who ts 
ia pendent of a taxpavet mav not be deducted 


Your committee has accepted the principle of the deduction pro- 
vided in the House bill but has si bstantially liberalized it with the 
follow Ing changes 

The deduction is allowed to a workine woman ora widower for 
xpenses paid for the care of any dependent who is mentally or phvsi- 
ally ine apab le of carine for himselt 

h The deduction is allowed w ith respect to expenses for the eure 
of a child under 12 vears of age, instead of under 10 vears as in the 


House bill 


(¢ Thed ae due tion for child eare expenses Day he « lain ed by a work 


Ing wife providing she files a int return with her | usband Howeve 
the amount of the deduction allowed is decreased bv the amount by 

' | ‘ 2° e ¢ = cn . 
vhich the combined adjusted gross income of husband and wife ex 
ceeds S4 500 Thus. no deduction is nllowed where the combined 
adyl eross mcome is $5,100 or more 


rig committee has CX EE nded the Drovisions ol the House ’ bill 
] f } 


cause it recognizes that the same tvpe of financial pro} lems may ay 
incurred by taxpavers who must provid care for physically or mentally 
Incapaciiated dependents as vell as for « dren if they are to be vain 
fully emploved. In additio , isaneaned ne famulies, the earnings ol 
the working wife may be essential to maintain a minimum standard of 
livin even though the father is also emploved. These situations 


appear equally as meritorious as those involving a widowed or divorced 


- 


1 ! ; ] | , ] . 
mothe ora widower Who 1s allowed such ciblla-care expenses undel 


the House bill. 






} 


} ‘ . en, . f 
An endment No iv p | OF COMMUTE AMNENAMeENTS 


Pechnical and conforming changes in section 245, relating to divi- 


from certain foreign corporations 





7 } 
Vo ii jp) , COMN tee Amendments 


The House bill denied a « rporate dividends received deduction for 
dividends received from insurance companies. Since a corporate 
dividends received credit is available under existing law to dividends 
received from insurance com panies, the denial of the deduction in 
the House bill was ~ nity the unintended result of correlating the 
ules of corporate dividends received deduction with those applicable 
to the dividends receiy he credit for individuals. Your committee has, 
therefore proy ided that the corporate-dividends-received deduction 
will not be denied to dividends from insurance companies 
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Under existing law and in the House bill the corporate dividends- 
received deduction may not exceed 85 percent of the taxable income 
of the recipient shareholder corporation (computed without regard to 
such deductions and the net operating loss deduction). Conforming 
to the changes made in the net operating loss in section 172, your 
committee has provided that if a shareholder corporation has a net 
operating loss for a taxable vear without regard to the 85-percent 
limitation, then the corporate dividends-received deductions are to 
be allowable without limitation. Where the shareholder corporation, 
however, does not have a net operating loss, the 85-percent limitation 
will still apply. 

Amendment No. 72 (p. 46 of comn ittee amendments 

Conforming changes are made in section 247, relating to dividends 
paid on certain preferred stock of public utilities. 
Amendment No. 73 (p. /? of committee amendments 

Conforming changes made in table of sections. 


Amendment No. 74 (p. 47 of committee amendments) and 


~ ys 


Amendment No. 7/ (p. L? of committee amendments 


Your committee has added a new subsection to section 263, relating 
to capital expenditures, providing that the prohibition against 
deduction of capital expenditures will not apply to intangible drilling 
and development costs in the case of oil and Yas wells insofar as these 
expenditures are deducted as expenses under regulations which are 
to be preseribed under this subtitle cor responding to regulations under 
the 1939 Code which were recognized and approved Iyy Congress in 
the House Concurrent Resolution No. 50, 79th Congress. 

A technical amendment is also made to the section. 

Amendment No. 76 (p. L? of committee amendments 

Your committee has accepted changes under the House bill designed 
to curb tax avoidance through the deduction of interest on indebted- 
ness incurred to purchase deferred annuity contracts and through the 
deduction of interest on indebtedness, the proceeds of which are 
deposited with the insurance company for the pavment of future 
premiums on insurance policies Your committee has amended 
the House provision which would make it applicable (as in the case 
of annuity contracts) only to amounts deposited with insurance 
companies after March 1, 1954 


wn / 4 


Amendment No. 77 (p. 48 of committee amendments 

Under existing law, a deduction, ¢ redit, or allowance not otherwise 
avullable may be disallowed in cases where control of a corporation 
is acquired principally for purposes of tax evasion or avoidance. 
The House bill provided that where the consideration paid in ac- 
quiring control of a corporation, or corporation property, was found 
to be substantially disproportionate to the sum of the adjusted 
basis of the property and the tax benefits not otherwise available, 
such fact would be determinative of the principal purpose of evasion 
or avoidance of tax unless the taxpayer by clear preponderance of 
the evidence proved the contrary. Your committee has provided 
that where the consideration is substantially disproportionate to the 
basis of the property and the tax benefits acquired, this fact shall be 
prima facie evidence of the principal purpose to avoid tax. 
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Amendment No. 78 (p. 48 of committee amendments) 

Under present law, if losses from a trade or business exceed $50,000 
a year for 5 consecutive years, only $50,000 of the annual loss may be 
offset against income from other sources and any excess is disallowed. 

In addition to the changes made in existing law by the House bill, 
your committee has provided that the net operating loss deduction 
is not to be taken into account in determining whether a taxpayer's 
losses from a trade or business exceed $50,000 for 5 consecutive vears. 
This amendment appears desirable because it is believed that the 
“hobby-loss”’ provision should be applied on a vear-by-vear basis 
rather than upon the basis of the average loss of income for a 5-vear 
period. As under existing law, however, if a taxpaver is otherwise 
subject to this provision, a net operating loss deduction will not be 
allowed 

Your committee has also made it clear that the changes made by 
the House and by your committee in this provision are applicable 
only with respect to taxable years in a period of 5 consecutive years, 
one or more of which is a taxable year beginning after December 
ol, 1953. 


nm 


Ame ndment No. 13 p. 49 of committee 17 ndme nts) 


This amendment conforms to the action of the committee discussed 
in connection with amendment No. 156. Section 272, cutting of 
timber and disposal of coal or timber, is amended to extend to iron 
ore the same capital gains treatment provided for coal. 

Technical changes are also made. 


Amendment No. 80 (p. Ag) of committee amendments 


The House bill added a hew provision to the code which disallows 
deductions to private businesses for rental payments made to State or 
local governmental units for the use of property acquired or improved 
by the governmental unit by the issuance of industrial development 
bonds after January 21, 1954. 

Your committee has deleted this provision because of the many 
objections, both as to its substance and as to its form, which were 
raised in its hearings. 

Amendment No. 81 (p. 49 of committee amendments 

The House bill denied a deduction for amounts paid on nonpartici- 
pating stock. Under the definition of nonparticipating stock, this 
section would have disallowed as a deduction interest on income 
obligations 

Your committee has deleted this provision and has restored present 
law in this area. 

Amendment No. 82 (pp. 50 through 166 of committee amendments) 

This amendment substantially revises subchapter C of chapter 1 of 
subtitle A of the House bill. Subchapter C deals with the tax conse- 
quences of corporate distributions, including liquidating distributions, 
and of corporate reorganizations. The revision of this subchapter has 
been both structural and substantive. The principal substantive 
changes are: 

(1) Your committee has followed the policy of the House bill in 
allowing the tax-free distribution of corporate stock as a dividend to 
the greatest possible extent. However, vour committee’s amendment 
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adopts an approach to the problem of the so-called “preferred stock 
bail-out”? which differs from that of the House bill. This problem 
arises under existing law where a corporation issues to its shareholders 
a dividend in preferred stock which is not considered taxable income 
at the time of its issuance. This stock may then be sold and there- 
after be subject to redemption from the purchasers so that the net 
effect to the selling shareholder is a distribution of cash which is taxable 
at capital gain rather than at ordinary income rates. The House bill 
meets this proble m by imposing a pe nalts tax on the corporation in 
certain cases when it redeems preferred stock which has been issued 
as a dividend. 

The committee amendments substitute for the House penalty tax, 
a new provision providing for “section 306 stock.’’ Section 306 stock 
is, in general, preferred stock issued as a dividend. The recipient of 
one of these stock dividends would not be taxable on its receipt but 
would be taxable on its disposition at the rates applicable to ordinary 
income. 

This treatment would be applicable only to issues of preferred stock 
distributed on or after June 18, 1954. The House bill applied 
previously issued preferred stock. 

The House bill provides definitions of corporate instruments 
such as common stock, preferred stock, and securities. These defini- 
tions are of consequence throughout subchapter C, and significant tax 
consequences could result from the classification in which an instru- 
ment was deemed to fall. This amendment eliminates these defini- 
tions and in this respect returns to existing law. 

(3) The House bill provides one general rule governing the tax 
consequences of corporate liquidations. The significant feature of this 
rule is its postponement of tax on the unrealized appreciation in cor- 
porate assets which are distributed in kind. This rule is complicated 
by a new approach to the problem of the so-called “collapsible” 
corporation. This new approach requires that the basis of inventory 
items which have appreciated in value carry over in the hands of the 
distributee on liquidation. This amendment substantially retains 
existing-law-treatment of the collapsible corporations and returns 
to the structure of existing law in its treatment of corporate liquida- 
tions generally. Thus, under the general rule, a shareholder is taxable 
on the excess of the value of assets received in liquidation over the cost 
of his stock. A parent corporation liquidating its subsidiary may do 
so, however, without the recognition of gain or loss, and the basis of 
the assets in the hands of the subsidiary ‘will continue to be the basis 
of the assets in the hands of the parent. However, if the parent 
purchases the stock of the subsidiary and adopts a plan of liquidation 
within 2 years thereafter, the amendment follows the House provisions 
in treating such a purchase and liquidation as though the assets 
(instead of the stock) had been purchased and gives the assets a 
basis equal to the amount paid for the stock. 

The amendment also makes permanent the provisions of section 
112 (b) (7) of the 1939 Code. This provision allows a corporation to 
be liquidated without recognition of gain on unrealized appreciation 
(and requires that assets take over the cost of the stock as their basis) 
where the liquidation is completed within 1 month. 

Your committee’s amendment substantially follows the House 
bill in its provisions relating to corporate separations. Thus, stock 
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of an existing subsidiary may be distributed without the recognition 
of gain or loss directly to the shareholders of the parent. This 
eliminates the restrictive requirement of existing law that an inter- 
mediate holding company must be created to which the subsidiary 
stock is transferred and the stock of the holding company in turn 
distributed. Your committee provides, however, that a corporation 
may be separated into other corporate entities only if each entity 
both new and old) is actively engaged in business before and after 
the separation. The House bill allows invest nent assets to be sepa- 
rated into a new corporation and the stock of such an inactive cor- 
poration to be distributed without the recognition of gain. Your 
committee does not believe the safeguards in the House biil against 
tax avoidance through the use of such a device would be sufficiently 
effective to warrant its insertion in the tax laws 

In addition, your committee follows the House bill in providing 
that a transferee corporation may be controlled by persons who were 
shareholders of the transferot corporation but do not continue as 
such after the distribution 

5) The House bill departs from existing law by providin; 


more 
restrictive rules as to the tvpes of tax-free reorganizations which may 
be entered into by closely held, as opposed to publicly held, corpora- 
tions Your committee’s amendment eliminates the distinction be- 
tween reorganizations involving publicly, as opposed to closely, held 
corporations. Thus, the requirenent is eliminated that the share- 
holders of a closely held transferor corporation must receive at least 
20 pereent of the stock of the acquiring corporation in a reorganiza- 
tion taking the form of a corporate acquisition of stock or property. 
The amendment returns to the definition of “reorganization” in 
existing law in providing where there will be no recognition of gain 
or loss at either the corporate or shareholder level 

6) Your committee limits the allowance of net operating loss 
carryovers resulting from a tax-free reorganization while the House 
bill did not. These carryovers are appropriately allowed in full 
only when the shareholders of thi pr “lecessor corporation have a sub- 
stantial continuing interest in the successor corporation. Thus, it is 
provided that if the shereholders of the old corporation have 20 per- 
cent of the steck of the new corporation, the loss carrvover is avail- 
able to the new corporation without diminution. The amount of the 
carryover is reduced proportionately, however, if the old shareholders 
receive less than this percentage. Thus, if they have only 10 percent 
of the stock in the suecessor corporation, only 50 percent of the loss 
carryover 1s available to it. 

\ further change is made in the provision of the House bill limiting 
the net operating loss carryover where 50 percent of the stock in the 
corporation is purchased. Your committee’s amendment limits this 
provision to the area in which abuse has most often arisen, that is, 
the purchase of the stock of a corporation with a history of losses for 
the purpose of using its loss carrvovers to offset eains of a business 
unrelated to that which produced the losses. Accordingly, your com- 
mittee has provided that if more than 50 percent of the stock of a 
corporation ts purchased within a 2-vear period and if the corporation 
thereafter engages in a different type of business, then the loss carry- 
over is eliminated entirely 
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(7) The House bill provides that the rules of subchapter C would 
generally apply to transactions carried out after March 1, 1954. 
Your committee has revised this date so that, in general, the effective 
date of subchapter C will be June 18, 1954. Since, in large part, the 
rules of subchapter C now represent a return to the existing statute, 
it is not believed that a date later than this is necessary to prevent 
hardship in any case. 

In the event that corporate reorganizations now in the course of 
being completed have been planned with the existing statute in mind, 
special rules are provided which will permit those reorganizations 
to be carried out under the 1939 Code. Thus, reorganizations carried 
out pursuant to a plan adopted before June 18, 1954, can be completed 
under existing law, 

If a taxpayer has asked for a ruling before June 18, 1954, with 
spect to a proposed reorganization, but if a plan has not been adopted, 
then the rules of existing law or the rules of the 1954 Code are avail- 
able in accordance with an elective provision aryl org by your com- 


mittee. If a plan of reorganization was adopted after March 1, 1954, 
and before June 18, 1954, that 1s, in the interim between the effective 
date of the House bill and the eeneral effective date in vour com- 
mittee’s amendment, a similar election is granted to have either the 


eignyr of the old code or the provisions of the Internal Revenue 
Code 1954 apply. 
Amendment No. SS (pp. L66—-1SS of committee ame ndme nts 

Your committee bas completely rewritten the House bill, which 
involved a major departure from present law in the matter of the 


requirements of qualification of a plan and the treatment of non 
qui - fied deferred compensation arrangements. The amendment has 
the fet natiginter ibsbhacren. Peet hinge ee Bop oat n exceptions. 
eats f these exceptions were contained in the House bill 


Section 101 which contains the ven; for qualification is the 
same as present law except for some conforming amendments required 
by substantive changes elsewhere in this part The return to present 
law is a substitute for the mechanical requirements for qualification 
of : 2 pl: an th at were conta ined in the » House bill in section 501 (e 

Sec tion 402 relates to the taxs ability of the beneficiary of an employ- 
ees’ trust. This follows present law except for certain conforming 
amendments to the new code and several substantive amendments. 
One of the latter deals with capital gains treatment for certain distri- 
butions from an exempt trust. ‘This treatment is extenced to distri- 
butions on account of the death of the emplovee after separation from 
service, This provision was in the House bill Another provision 
which differs from present law relates to foreign situs emplovee’s 
trusts. Under present law, the Internal Revenue Service imposes 
very restrictive ¢ ee on the qualification of such a trust. Under 
the committee bill it is provided that a foreign situs trust can never 
qualify for tax exe elena for the trust itself but, if the trust is set up 
under a plan that meets all the other conditions of qualification, the 
other tax adv: antages will be available. These include current deduc- 
tions for emp! lover contributions, deferment of tax until rece ipt for the 
employee, and capital-gains treatment on certain lump-sum distri- 
butions. The House bill took the same approach to the problem but 
did not provide the capital-gains treatment. 
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Your committee’s provision also differs from present Jaw in a third 
respect. Ordinarily distributions on the termination of an employees’ 
trust do not give rise to capital gains if there is a continuity of e mploy- 
ment with the same employer. Your committee’s amendment pro- 
vides ths at capital-gains treatment will be allowed in the case of lump- 
sum distributions in 1954 arising from plan terminations in a prior 
vear connected with a comp let te liquidation of the employer corpora- 
tion, whether or not the liqui dation is incident to a reorganization 
such as a consolidation ora statutory merger. This provision without 
the date restru tions, was contained in the House bill 

Your committee’s version of section 403, relating to the taxation of 
emplovee annuities, corre sponds LO present law except for one im- 
portant provision which was contained in the Tfouse bill. Capital- 


gains treatment is extended to lump-sum distributions from = an 
] 


HMNULY pian Hrising from thre em] lo: ee’s death Ol other S( paration 


from service, Ol his ce ath af er senarntion 

Section 404, as amended by vour committee, relates to the employer 
deduction for his contributior o emplovee plans This is substantially 
the same as present law with a few imporiant exceptions. The fir 
of these permits the members of a consolidated gro p to take a 
deduction for a contribution to a profi sharin: plan of another 


member which is prevented from making the contribution by virtue 


of having no earnings and profits. This is quite close to the corre- 
sponding provision in the House bill except that the committee made 
two changes. The provision has been extended to stock-bonus plans 
where the employer contribution is measured as a percentage of profits, 
and the requirement for a proportionate allocation of the contribution 
according to the profits of the other members has been removed where 
the FTOup files a consolidated return 

\nother point on which your version of section 404 differs from 
present law, as did the House bill, is that it extends from 60 days to 
the return filing date (including extensions) the period beyond the 
end of the year in which an accrual basis taxpayer may make a 
contribution to an employees’ plan and still have it count as a con- 
tribution of the prior year 

Your committee’s bill also makes certain that an employer will 
obtain deductions in future years for contributions under a plan set 
up, prior to 1954, as a result of negotiations between an employee 
group and the United States Government during’ a pe riod of Govern- 
ment seizure of the emplover’s industry. This, for example, will give 
assurance to employers that they may deduct amounts contributed 
to the United Mineworkers Welfare fund. There is no corresponding 
provision in the House bill 
Amendment No. 84 (p ISS of committee amendments) 

This is a conforming amendment to subsection (a) of section 421 
dealing with the treatment of restricted employee stock options 
The substantive change to which this amendment relates is described 
in amendment No. 87. 

Amendment No. 85 (p. 188 of committee amendments) 

The House bill makes it clear that a restricted stock opuion may be 
what is known as a variable-price option. A variable-price option 
is an option in which the price to be paid by the employee for the stock 
is determined by reference to the market value of the stock, for 
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example, an option permitting an employee to purchase stock at 85 
percent of the value of the stock. However, the House bill defines a 
variable-price option as an option pro the purchase price of the 
stock under the option is not fixed or determinable. It has been 
pointed out to your committee that thie definition might create a 
loophole by covering options where the option price decreases as the 
value of the stock increases. For example, under this provision it 
appears that an option would qualify where the option pric e dee ‘reases 
as the corporation’s accumulated earnings increase. To close this 
loophole your committee has provided that in the case of qualifying 
variable options, the value of the stock is to be the only variable 

This amendment also makes conforming changes in the employee 


in the case 


i 
} 
' 


stock option provision relating to acquisition of new stock 
of certain tax-free corporate reorganizations. The amen ment con 
forms to the new section numbers for corporate reorganizations and 
also corrects technical errors in the House bill. In the case of aequi- 
sition of new stock where there has been a tax-free reciseaaisaetii the 
bill provides that such stock is i allel to be considered the stock 
received upon the exercise of the option, even though it in fact is stock 


received in exchange for such stock. 
Amendment No. 86 (p 189 of committee amendments 


This amendment makes 3 substantive changes in the House bill 
relating to emplovee stock Opto 1S 

The House bill provides that where an option is granted at 110 per 
cent of the value of the stock and is exercisable only In a o-vear period 
the 10 pereent stock ow nership provision of present law does not need 
to be met in order for an option to qualify as a restricted stock option 
Your committee accepted this House provision but has waived the 5- 
year period for the exercise of thy option where the option is actually 
exercised within | year after the enactment of this bill. This appeared 
desirable to your committee because there was no way of knowing at 
the time the option was issued that a 5-vear restriction would be im- 
posed by the bill upon t the exercise of these options. 

The House bill provided that with respect to options issued after 
December 31, 1953, in order to qui alify as restricted stock options, 
the ‘Vv musl be exercisable over a period of 10 vears or less. Your 
committee has accepted this provision but prov ided that a is to apply 
with respect to options issued after June 18, 1954, the date this bill 
was reported by vour committee. This appears desirable because 
options have been issued since December 31, 1953, in anticipation of 
being qualified options but with no intimation that the 10-year 
restriction was to be imposed in the House bill. 

The House bill treats an option exercised by an estate or beneficiary 
of an employee in substantially the same manner as if the option were 
exercised by the employee directly. Your committee accepted this 
amendment but realized that this in turn created a new problem 
Where stock acquired by an estate by exercising one of these options is 
transferred to a beneficiary, this event does not qualify as a “disposi- 
tion” under either present law or the House bill. As a result, in the 
case of options issued at a price of between 85 and 95 percent of the 
value of the stock, there is no event, in the case of one of these options 
exercised by an estate, which results in the taxation, as ordinary in- 
come, of this spread between the option price and the value of the stock 
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at the time the option was granted. Your committee’s bill provides, 
therefore, that the transfer to a beneficiary of stock acquired by an 
estate upon the exercise of an option is to be treated as a “disposition” 
for purposes of reporting ordinary income in the case of the options 
described 

Technical and clarifying changes were also made changing the 
requirements under the definitions of parent and subsidiary corpora- 
tions from those owning more than 50 percent of the stock of another 
corporation to those ow ning 50 percent or more of such stoek. Another 
technical and conforming change substitutes the appropriate sub- 
sections with reference to the new ee ition reorganization sections 
under vour bill for those referred to in the House bill. 


‘ 


, ; . 
Amendment No. 87 p L190 of committee amendments 


nder present law, where an option has been modified, extended 
or renewed, the price under the new option may not be less than 85 
percent of the value of the stock at the time the old option was 
ranted or less than 85 percent of the value of the stock at the time 
of any modification, extension or renewal, whichever is higher. As 
the House recognized, this is detrimental to employees having options 
where the value of the stock has de Cc reased. The House bill provided 
that if the option was granted after December 31, 1953, or was exer- 
cisable over a period of 10 vears or less, the highest value of the stock 
would not control the option price at the time of any modification, 
extension, or renewal. 

Your committee, while approving of this change in general, believes 
that emplovees should not be permitted to take advantage of tem- 
porary price declines in stock to obtain a more favorable option. For 
that reason the committee has provided that the highest value will 
apply unless there has been a decline of at least 20 pereent in the 
value of the stock for a vear or more. With this ¢ hange it was also 
possible for vour committee to remove the distinction contained in 
the House bill between options issued before or after December 31, 
1953. Other changes made by the House in the definition of modifica- 
tion were retained by your committee. 

Amendment No. 88 p. 192 of committee amendments) 

Under present law if an employer corporation is reorganized in a 
tax-free exchange and an emplovee has already exercised his option, 
no “‘disposition”’ of the stock oceurs for purposes of the stock option 
prov ision upon the exchange of his stock. However, if the reorgani- 
zation occurs before the employee has exercised his option, it is not 
clear whether he still has a restricted stock option if the reorganized 
corporation assumes responsibility for the old option or issues a new 
one. The House bill allows a successor corporation to be considered 
as the employer corporation and provides that the change in terms 
of an option to comply with the reorganization are not to be considered 
a modification. 

Your committee’s bill provides this treatment in a broader area 
than the House bill. Under your committee’s bill in the case of 
corporate merger, consolidation, acquisition of property or stock, 
separation, reorganization or liquidation, where there has been a 
substitution of a new option for an old option (or where the old 
option has been assumed by the new employer) the old option is to 
be considered as continuing in effect. However, under your com- 
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mittee’s action the old option must be canceled (unless it is assumed 
by the new employer and no new option issued) and the value of the 
new option must not be greater than that of the old option. In 
addition, as provided by the House bill, the new option must not 
give additional benefits not available under the old option. 


Amendment No. 89 p. 194 of committee amendments 


The House bill gives statutory sanction to the 52-53-week fiscal 
vear for corporate taxpavers. Your committee has extended the 
privilege to noncorporate taxpayers who use such a fiscal vear for 
business purposes. 


] l ( . ; 
Amendment No DO p. 194 of committee ame ndme) 


Technical amendment to section 441, relating to period for comput- 


ing taxable income (52—53-week fiscal year 


Amendment No. 91 (p. 195 of committee amendments 

This amendment, as a matter of administrative convenience, elimi- 
nates the proration of the personal exemption in the case of a return 
for a short period caused by the termination of the taxable year due 
to jeopardy. 


/ 


Amendment No. 92 (p. 195 of committee amendments 

Under present law, payments received in advance for the use of 
property in future years or for services to be rendered in future years 
are generally includible in the income of the recipient in the year of 
receipt 

The House bill permits accrual-basis taxpayers to defer the reporting 
of advance payments as income until the year or vears in which earned, 
under their regular method of accounting. The period over which the 
prepayment may be deferred may not exceed 5 vears after the vear of 
receipt, 

A doubt is created by the House bill as to the treatment of advance 
payments which are to be earned over an indefinite period. You 
committee has included a clarifying amendment indicating that such 
prepayments may, under regulations, be treated in part as income to 
be earned over a short pet sod (where the taxpave rs experience shows 
a reasonably accurate average period) and in part as income to be 
arned over a period in excess of 5 vears 
Amendment No. 93 Dp. 106 of comn ittee amendments 

Under present law, in order to use the installment method of report- 
ing income in the case of sales of real property Or casual sales of 
personal property, some payment must be made in the year in which 
the sale occurs but the initial payment may not exceed 30 percent of 
the selling price. 

The House bill required that in the year in which payments were 
first received, such payments could not exceed 30 percent of the selling 
price. This requirement would leave in doubt, for perhaps a number 
of vears, the status of certain sales in which the initial payments are 
indefinite and are not pore until some time subsequent to the year 
of sale. Your committee’s bill, therefore, provides that sales of 
realty and casual sales of personalty, which otherwise qualify, may be 
reported under the inst: gore method if in the year of sale either 
no payments are received, or the payments in that vear do not exceed 
30 percent of the selling ae 
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, 
’ j 
Amendment No. 9 p 197 of committee amendments 


Conforming change to amendment No, 228 to section 1035, relating 


to mortgage foreclosures 
i? ) ( f Vo p / pimilles tel Wiel 
Coon ! char oO amendment to corporate reorgenization 
yn 
| ly ( / Vo j / f yy yt 
+} elk in” Dial sinc 
tL nade pre ‘Th Hwa aceductton Y oa vinent m1 Local property 
ves by an rl basis tay ! el Vy aeemed to xecrue upon 
he date vhe nh th amount ane | ibil y lo hye ta becom Ss 1 ced 
usu Vv tl isst mel ci 
he House bill provides that an ace asis taxpaver must, in 
hutuyre ecru real property tax ratab over the period for 
vhic} 1) roperty tax | mpose Special rules are provided nb the 
. : ; 
House bill to cove! the t in tional pre Cl misin’g’ as a result ol the 
chan These rules have the effect of creating a gap In property tax 
{ ! } 4 — . 
deduction n certain i an hich we Ha artihneraily inflate income 
vear ot trans 
uur committee has, therefore, provider at the new accrual rule 
YT ected at thet ipay MLO! hus, taxpavers nose income 
ouid otherwise be distorted im he transition ear may continue to 
employ the method for accruing pro] vy taxes which they have 
consistently used in the past. The transition rules will apply only in 
those eases in which an election is made 
/ : ee 
An ndment Vo. Te) p Id f wie llee a ( nents 


Under present law, deductions for expenses and losses incurred by 


t 
i 


taxpaver may be taken only when all events have oceurred which 


x the facet and the amount ol th taxpaver s liability The House 
bill permitted an accrual basis taxpaver to elect to deduet reasonable 
additions to reserves for estimated expenses The expenses must be 


reiated to income ol the taxable veat ana must be allowable deductions 
wluch can be estimated with reasonable accuracy 

Your committee has amended the House bill to provide that addi- 
tions to reserves for estimated expenses are to be taken into account in 
the discretion of the Secretary or his delegate in order to conform the 
administrative control in this area with that provided under existing 
law in the deduction for additions to reserves for bad debts. Your 
committee has also added a specific provision to the effect that expenses 
estimated under this section must be attributable to income of the 
taxable year or prior taxable vears for which an election to estimate 
expenses under this section has been in effect 

Che House bill created uncertainty as to the status of deductions for 
expenses attributable to taxable years prior to 1954 (the first taxable 
year for which an election may be made) but actually incurred in 1954 
or in subsequent years. ‘To resolve this question your committee has 
specifically provided that expenses incurred in 1954 and in subsequent 
years which pertain to income of taxable years preceding the first year 
of election under this section may be deducted as though this section 
had not been enacted. 
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Amendment No. 99 (p. ZOO of committee amendments) and 
Ame ndme nt No. 100 (p A) ot CON mattes ame? dments 


Under present law, taxpayers who request permission to chang 
their method of accounting (other than to the installment m ethod) 


are required to make certain adjustn ents in the vear of change in 
order to prevent income and expenses rol hy Ing reported more ‘than 
once or to prevent the omission of certain income Where a change 
in accounting method is mitiated, however, by the Internal Revenue 
Service the courts have renerally denied any such adjustments for 
vears barred by the statute of limitations The House | provides 
that whether the change in method of accounting was voluntary or 
involuntary, the tax} iver should take into account those adjustments 
determined by the Secretary or his delegate to be necessary solely by 
reason of the change Whe such transit onal ad stments. however. 


would result in an increase in taxable income of more than $3,000 in 
the vear of change, the House bill proy ided that the net transitional 
adjustment should be spread ratably over the year of change and the 


2 prec ding’ vears 


Your committee has amended the House bill to provide that no 
tran ! ional idjus Hts e@ to | tT ci 1 resp ot ! \ byl 
year to which the new code does not apply. This provision will 
provide ‘li from the effec of the House bill which would have 


1¢ 
imposed a harsher transitional adjustment in involuntary changes in 


most instances than would be imposed by recent court decisions under 

existing law. The transitional adjustments in all future changes 

under the amendment adopted b our committee will be those result- 
: 1 > ; ‘ s +} ] } ; . ] 4 

ing from a change in accounting ethod (whether voluntary or invol- 

untary which are detern med unade ; the facts of the enuse to be 

necessary in order to adjust for erroneous treatment of items occurring 


in tax: ible vears to which the new cod appli ; 

An additional relief provision from the effect of an increase in tax 
liability resulting from ; change in accounting method has been added 
by vour committee. The tax resulting from a change is limited to the 
aggregate of taxes which would result from allocating the adjustments 
to years prior to the vear of change (but not including any year to 
whic h the new code does not apply ) and recompt uuing taxab le i Income 
for those years under the new method of accounting. This limitation 
on tax liability will be effective only to the extent that the records of 
the taxpaver are adequate to permit such recomputation. 
Amendment No. 101 p. 208 of committe amendments) 

This is a clerical amendment to a table of contents. 

Amendment No. 102 (p. 203 of committee amendments) 

This provides a tax exemption for a coporation engaged in testing 
for public safety if it meets the same requirements imposed on a tax- 
exempt scientific or educational organization. 

Clerical changes are also made. 


Amendment No. 103 (p. 204 of committee amendments) and 


Amendment No. 104 (p. 204 of committee amendments) 


These amendments strike the new provisions inserted by the House 
relating to the requirements for qualification of a pension, profit- 
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s| uring, ol stock bonus plan Presc nt law was restored In this area by 
amendment No. 83 


This is a clerical amendment 


} f _ "4 ] } 
{mendment No. 105 p 204 of con tee amendments 
} ] ’ t 
ii¢ ire clerica menanir 5 
/ ; j f 
Amendment No. 10¢ ) of comn é amendime S 


These are contorming chan es req lured by il nendment No. 103. 


14% / f ) 
tLmendment No. 10% ». 204 of committee ame nents 


The House bill provides that an emplo ees) trus will lk se 1ts tax- 


exempt stat is, if the trust engages in certain activities, including the 


of interest and 


loan of income Or COrpus without a reasonable rate 
adequate security Certain other tax-exempt organizations already 
are subject to the same rul 
Your committee’s amendment is consistent W ith the House provision 


es 


1 


but allows up to December 31, 1955, to arrange refinancing 1n cases 


where the en plovees trust had such a loan presumady to the em 








plover outstanding as of Mareh 1, 1954 
Amendment No. 108 (n. 205 of committee ame ! ts 

This has tl efter ) | MMendame! to present la 
which wa made by the Ho hill Th House provision woul 
hav pl ed emplovees i r the | tion of certain rules 1 
present LW which deny exemy O} trie ) tit on a ount 
of certain unreasonable accumulations of incom The committee 
considered that other DrOVISIONS ( lin explicitly with emplove 
trust provided sufficient restrictions on accumulations 
| ent No { ) ot ¢ nittee ar 

his is an amendment to present law which is designed to redues ; 
the impact of the rules against unreasonable accumulations in the 
cases of certain testamentary trusts which 1 rea period of aceumu 
lation of income in order to be able to carry out some specified chari- 






table pects 












_ ; se Ribas , ; ; i 1 or 
ihis amendment removes the r ietion nposed by the House bill 
' ] i 
on the investment polices i empl eS ists hese restrictions 
were subpzect to very WlLeSDreAd CrLbLCIs 


are clerical amendments 












Amendment No. 113 (p 206 of committee amendments 





This is a conforming amendment to permit the new limitation of 30 


percent on certain types of charitable contri! 
against the unre 






yutions to be available 


ated business income of a tax-exempt trust. 







Amendment No. 114 p. 207 of committee amendments 






This is a clerical amendment related to amendment No. 103. 






Amendment No. 115 (p. 207 of comn itter amendments 





This is a clerical amendment 
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Amendment No. 116 (p. 207 of committee amendments 


Present law imposes a tax on rental income received by certain 
tax-exempt organizations to the extent that property, subject to a 
lease for more than ) vears, Was obtained with borrowed funds. 
However, an exception is provided under present law in the ease of 


certain leases for more than 5 vears, in the case of property occupied 


by more than 1 tenant. The amendment of vour committee pro- 
vides that a leasor affected by this exception 12 renew short-term 
leases in the latter part of their term without having the unexpired 
portion of the first lease added to the period of the second lease, mak- 
ing’ the second lease one for I re than > vears 


Amendment No. 117 yp. 207 of committee amendm 


This amendment provides an effective date for the application to 


employee trusts of the provisions taxing rental income received by 


certain tax-exempt organizations to the extent that borrowed funds 
are used to acquire the properts This is designed generally to avoid 
imposing a penalty on commitments entered into prior to March 1, 


1954. 


A further change made by this amendment provides, subject to 


appropriate limitations, that if one emplovees’ trust borrows funds 
from another trust of the same employer, in order to acquire property 
to be leased, this will not subject the rental income to tax pre vided 
the second in turn has not borrowed in order to make the loan. 


A clerical ame! dn ent Is also made 
Ame ndment No. 11s D. LU OF ComnN thes ame? lye nts 

This is a clerical amendment to the table of contents for part I of 
subchapter G re lating to corporation mproperly ace mulating surplus, 
An n ly i¢? f No. 1/1 f D. AW) } of ec Mi? ittes aqme? ly ent re 4 
Amendment No. 120 (np. 209 of committee amendments 

These committee amendments relate to the exemption from the 
accumulated earnings tax provided by the House bill for publicly 

] } 
held corporations Under present law such corporations are theoreti- 
eallv subject to the accumulated earnings tax but as a practical matter 
ly where 


this tax has be nN applied on 50 pereent or more Ol the stock 
of a corporation is held by a limited group. The House bill provided 
a specific Statutory exception for any corp ration which has more than 


ai DV 


1,500 shareholders if no more than 10 percent of the sto 





‘Is le 
anv 1 person, including members of his family 

Testimony before your committee indicated that it would be very 
difficult for many corporations, generally recognized to be publicly 
held, to establish from t 
of their stock was held bv anv | person and members of his family. 
Yet, if publiely held corporations are to be ex mpted from this lax, 
it is recognized that a requirement of this type is needed. In view 
of this and the fact that tis tax is not now in practice applied to 
publicly held corporations, your committee removed the exemption 
from the accumulated earnings tax for publicly held corporations. 


heir reeords that not more than 10 percent 


Ame ndme nt No. 121 p. POO ot COMMN ittes amend 

Under present law if the earnings and profits of a corporation have 
accumulated beyond the reasonable needs of the business, the corpo- 
ration is assumed to have accumulated earnings for the purpose of 
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' . \ = pei oe : - : 
avoiding income tax with respect to its shareholders unless, by the 


clear preponderance of evidence it can prove to the contrary. Your 
committee made an amendment removing the word “clear” before 
“preponderance” and made a conforming change with respect to 
an amendment made by the House The House had inserted a 


parenthesis modifying the phrase ‘‘reasonable needs of the business” 
to make it clear that such needs included “reasonably anticipated 
needs.’ Your committee has moved this clarifying phrase to another 
section. but. in doing so. has not changed the intent of the House 
provision, 

Amendment No. 122 p. 210 of committee amen Iments 

At the present time the taxpaver has the burden of proving that his 
accumulated earnings and profits are not in excess of the reasonable 
needs of the business. The House added a provision providing that 
if the taxpaver upon request filed a statement of the grounds (to 
gether with sufficient facts to apprise the Secretary or his delegate of 
the basis thereof) on which he relied to establish the reasonableness of 
the accumulation, the Government is to have the burden of proof, 

In this amendment your committee modified this House provision 
slightly to provide that with the statement submitted by the taxpayer 
to shift the burden of proof, there is only to be submitted “facts 
sufficient to show the basis thereof” rather than “facets sufficient to 
apprise the secretary Ol his delegate of the basis thereof.” Your 

he statement it has supplied is somewhat 
less rigid and, therefore, less likely to result in the burden of proof 
not being shifted to the Government 

Your committee also made several other conforming changes in this 
amendment which relate to changes made by your committee in the 
accumulated earnings credit 


committee believes that 


Amendment No. 123 (p. 210 of committee amendmei 
This is a clarifying amendment in the definition of accumulated 
taxable income for purposes of the accumulated earnings tax, 
aD 


Amendment No. 124 p. £10 of committee amendments) 


This is a technical amendment to the definition of accumulated 
taxable income for purposes of the accumulated earnings tax. It pro- 
vides that any alternative capit: wes ains tax paid by a corporation is 
to be deducted as a tax rather than as a part of the capital gain which 
also is deductible in computing the base for this tax. 

Amendment No. 125 (p. 211 of committee amendments 

The House bill provided a minimum accumulated earnings credit 
of $30,000 for purposes of computing the accumulated earnings tax. 

This amendment of your committee substantially revises the accu- 
mulated earnings credit provided by the House bill. It provides an 
accumulated earnings credit for the profits of the taxable year which 
are retained for the reasonable needs of the business. It further pro- 
vides that in no case is this credit to be less than the amount by which 
$60,000 exceeds the accumulated profits of the corporation at ‘the end 
of the prior vear. ‘This in effect provides two changes. In the future 
this tax will apply only to the amount unreasonab lv accumulated. 
Moreover, in no case will the tax be imposed on any corporation which 
has not accumulated earnings to the extent of $60,000. rather than 
$30,000 as provided by the House bill. 
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Your committee has made these changes because it sees no justifica- 
tion for imposing a penalty tux on accumuleted earnings to the exten 
that the earnings are needed in the business. Moreover, it increased 
the minimum credit provided by the House bill from $30,000 to $60,000 
in order to better protect small business. 


Amendment No. 126 (p. 212 of committee amendments 


This is a clerical change which moves from section 533 to 537 the 
phrase “including reasonably anticipated needs,”’ and defines reason- 
able needs of the business as including such reasonably anticipated 
needs. 


Amendment No. 12% (p. 213 of committee amendments 


The House bill provides that a consolidated return may be filed for 
purposes of the personal holding company tax, by a group of corpora- 
tions if (1) the common parent corporation derives 80 percent or more 
of its income from the affihated group for the 3 preceding taxable vears, 

2) no member of the group would be a personal holding company if 
its income derived from the group were disregarded, and (3) no 
member of the group is a corporation exempt from the personal holding 
company provisions. 

Your committee’s amendment strikes the first limitation provided 
by the House bill and makes two modifications in the second limita- 
tion. By striking the first requirement your committee makes it 
possible for a common parent corpor: ition of + 1 group of corporations 
filing a consolidated return to derive more than 20 percent of its income 
from its own operations. No reason is seen why the mere fact that 
the parent corporation itself is engaged in business should deny it the 
privilege of filing a consolidated return for purposes of the personal 
holding company tax. 

The second limitation imposed by the House bill is modified by your 
committee to provide that investment-tvype income from outside the 
consolidated group may deny a corporation the right to file a consoli- 
dated return only if its income from outside the group constitutes 10 
percent or more of its gross income. This appears desirable because 
otherwise a corporation which derives the great bulk of its income from 
within the group may be deprived of filing a consolidated return for 
personal holding company purposes merely on the ground that it has 
incidental income of the investment type. 

The third change made by your committee provides that in deter- 
mining whether or not a common parent corporation has personal 
holding company income in sufficient quantity to preclude it from 
filing a consolidated return with its subsidiaries, income from a corpo- 
ration in which it has more than a 50 percent stock ownership is to 
be left out of consideration in making this determination. ‘This 
means the mere fact that a corporation has received income from a 
corporation, which it controls but in which its control is not sufficient 
to permit the filing of a consolidated return, will not prevent this com- 
pany from filing a consolidated return with other more closely associ- 
ated companies merely on the grounds that it receives investment 
income from such outside corporation. 


Amendment No. 128 (p. 215 of committee amendments) 


This amendment excludes from the definition of personal holding 
company income interest earned on special reserve funds established 


Psd 














> 
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under ~ Merchant Marine Act of 1936. Such interest is required 


to be retained in the reserve funds 1 under the \lerchant Marine Act 
{or investment in cage your committee believes that it should 
not be treated as personal holding company income. 


Amendment No. 129 p. al 5 of committee amendments 

Personal holding company income includes amounts received for 
the ise of prope ry where 20 percent or more ol the stock of the cor- 
poration is owned by an individual having the use of the property. 
The House bill provides that this provision is to apply only to a cor- 
poration having personal holding company income in excess of 10 
percent of its gross income, apart from that received from the use of 
property. Your committee has provided that in determining whether 
or not a corporation has pe rsonal holding company income 1h excess of 
10 percent, for this purpose, rental income from persons other than 
shareholders is to be ignored This makes the exec ption in the House 
bill clearly applicable lO example in the case of property which is 
rented both to shareholders and to persons who are not shareholders 


Ol the corporation 


Ar endme nt Vo. 150 p P15 Ot committee aqmen dm ents 


Amendment No. 131 p 216 of committee ame) dments 
These are clerical and technical changes. The deduction for the 
capital loss earrvover in the case of the computation of personal 


holding Pe income which was omitted Hy the House bill is 
restored, the deduction of anv alternative tax paid is allowed as a tax 
luetion and 
set . if Prine a y os da } i haritable 1) oat 
eertam contorming changes al mad hn the chat tiple CONLTIDULION 
deduction for purposes of the personal holding company tax. 


deduction rather than as a part of the eapital Pain de 


Amendn ent No. 1 4 Pp 217 of committee a (Liile 
These are technical and conforming amendments made to the 


d quetion f« r defieien \ div Maends in thre cause Of pers nal holding 









companies, 


Ame? dment No loo p 217 of / flee a endments 
These are technical and = conforn ne amenaments to the Cross 


| relating to foreign personal holding 


references at the end of seetion 54 ( 
States shareholders. 


) 
[ | 


company income taxed to Unite 


Amendment Ni Lo Pp 218 of committee amendments 


This is a technical and conforming amendment to the definition of 
charitable contributions allowed as a deduction in computing undis- 
tributed lapieiians personal holding company income, 

Amendment No. 136 Pp FITS of commattes amendments) 

This is a conforming amendment to the table of contents of part 

IV, relating to deductions for dividends paid to corporations im- 


properly accumulating surplus and personal holding companies. 


Amendment No. 156 p ely / committee ad nendment 


This is a conforming amendment to section 561 (a) relating to the 
definition of deduction for dividends paid to corpor tions improperly 
accumulating surplus and personal holding companies. 
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Amendment No. 137 p. 219 of comn ittes amendments 

This is a clarifving amendment to section 561 (b) relating to the 
definition of the deduction for dividends paid in the case of corpora- 
tions improperly accumulating surplus and personal holding companies 


/ 


Ame nadine nt No. 1568 p. 219 of committee (Line dn ents 


This is a clerical amendment. 


f 


Ame ndme nt No. 159 Pp 220) Of Col rmittee CV ¢ ndn é) 

This is a clarifving amendment to section 563 relating to rules for 
dividends paid after the close of the taxable vear in the case of the 
accumulated earnings tax and the personal holding company tax. 
Amendment No. 140 (p. 220 of committee amendments 

This is a clarifving amendment to section 564 (c) relating to the 
determination of the dividend carrvover in the case of certain taxable 
years beginning after December 31, 1953, and applies to the tax on 
accumulated earnines and the personal holding company tax 


Amendment No. / 1 1 D. DH) of comn ittec amendments 


The House bill deleted the consent dividend Provistons of present 
law. Yo r committee has restored these provisions since alt] oOug 


they are not emploved frequently, they may be of vital importance to a 


corporation required to distribute its earnines which is prevented 
from distributing cash because of loan restrictions inadeq iate liquid 
resources, or tor other reasons 
Ame) iment Vo 142 PP Z rComi iter Vel ime 

his is a conforming amendment to delete a duplicate provision. 
Ame ndme nt No. ] 43 (iB g J ' of committe ainen ly ent 

I! Is amendment provides that the ded clion LOr ae; letion is to be 
apportioned between an estate and the heirs on the basis 1 the ncome 

; % : 

of the estate allocable to each 
Amendment No. 1 fy) Dp. ZZ , of comn ithee ame Iment 

This is a clerical change in section 611, allowance of deduetion fo 


depletion. 


, Ar }- boy . 
Amendment No. 145 (p. 224 of committee am 


This is a technical change in section 612, basis for cost depl tion, 


Amendment No. 146 p. 224 Of committer Cine ndn ents 
This amendment conforms section 613, percentage depletion, to the 
amendments made under section 614. 


/ 


Amendment No. 147 Pp. 4 of committee amendmen 

This amendment changes some percentage-depletion rates provided 
in the House bill as follows: 

(1) The rate on uranium is raised from 15 percent to 23 percent. 

(2) The rates of the following are raised to 23 percent if from 
deposits in the United States: Anorthosite (to the extent alumina or 
aluminum compounds are extracted therefrom), asbestos, bauxite, 
beryl, celestite, chromite, corundum, fluorspar, graphite, ilmenite, 
kyanite, mica, quartz crystals (radio oTade), rutile, block steatite tale, 
and zircon, and ores of the following metals: Antimony, bismuth, 
cadmium, cobalt, columbium, lead, lithium, manganese, mercury, 
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cel, platinum and platinum-group metals, tantalum, thorium, tin, 
nesten, vanadium, and zine. These minerals are necessary in the 
defense program and added incentive to discover new deposits in the 


{ 
United States is particularly desirable 
) Bentonite was added to the 15 percent class 


| The rate for s0din It} chiori i? Was raised from 5 percent to LO 
pereent 


» ] ? ' ’ or ] pee ¢ 
) Stone used as dime nsion stone or ormaiie ital stone, and @ranite 
and marble were del ted from the 5 percent « lass. 


All other minerals, not specifically listed in th 


» categories dese) thed 
above as amended by vour committee), will reeeive 15 percent 
ley letion. aS Droy icle d in the Ho Se bill unless used for certain Spe cified 
purposes The amendment limits these p rposes to riprap, ballast. 
road material, rubble merete aggregates, or for similar purposes. In 
addition to these uses that would result in a 5 percent rate, the House 
bill listed dimension stone and ornam ntal stone ig c1Ve greater 
certainty to the term “all other minerals” all the minerals listed in 
present law and not otherwise specifically mentioned in the section 
are listed us beime ine| ided in the “oll ther minerals” category In 
addition slate, soapstone, and limestone are listed as being in this 
group Slate, chemical grade limestone, and metallurgical-grade 
limestone were listed in the cate Ory that receives the 15-percent rate 
regi rdless of use under the House bill and these references have been 


deleted. This action place s competitive minerals at the same rate, 
Technical changes were also made 
Amended section 613 (ce) (4) (A), ordinary treatment processes for 
purposes of computing percentage depletion, to include dust allaying 
and treating to prevent freezing in the case of coal 
An endment No 149 Dp. 226 of cor tt ane Pmcnts) 
Amended section 613 (ce | A ordinary treatment processes for 


D 
i 
purposes of computing percentage depletion, to include the sintering 


and nodulizing of phosphate rock. 


Amendment No. 150 (p. 226 of committee amendment 

The House bill provided that the taxpayer n ight elect to aggregate 
2 or more mineral interests included in 1 operating unit for purposes 
of computing percentage depletion No aggregation of interests was 
allowed for purposes of computing cost depletion, This amendment 
broadens the rule so that the election to cregate 2 or more mineral 
interests included in 1 opet ng unit will apply for purposes of cost 
cle plet on and the determination of basis as well as the computation 
of per tage depletion 


Clerical amendments were also made 
Amendment No. 151 (p. 227 of co ttee amendments) 

Conforming amendment to section 614, definition of property, to 
the action described under amendment No. 150. 
Amend) ient No 152 (p. 227 of con ittee ame? dments) 

This adds a new provision to section 614, definition of property, 
to allow an aggregation of nonoperating interest with the permission 
of the Secretary or his delegate. The House bill did not allow anv 


aggregation of nonoperating interest These aggregations are per- 
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mitted under existing law and this amendment will continue the 
authority of the Secretary to permit the taxpaver to combine royalty 
interests, 
Amendment No. 153 (p. 228 of ¢ »ynmittee amendments) 

his amendment increases the allowance for exploration expendi- 
tures allowed in section 615 to $100,000 from $75,000. 

Clerical changes are also made, 
Ame ndment No. 154 Pp. 228 of committee amendments) 

Clerical amendment to table of contents. 


- RT — . ; 
Amendment No. 155 Pp. APS of committee am dments) 


Clerical amendment to section 631, gain or loss in the case of timber 
or coal. 

Amendment No. 156 p. 228 of committee ame ndments 

This amendment extends to iron ore royalties from deposits within 
the United States the treatment presently limited to coal. The pro- 
visions in the House bill relating to timber were separated from those 
relating to coal and the provisions relating to timber were amended 
by removing the special rules for the treatment of expenditures in- 
curred in connection with the timber that had been added in the 
House bill. 

In addition, it provided that the date of disposal of timber is deemed 
to be the date the timber is cut unless the timber is paid for prior to 
cutting, in which case the taxpaver may elect to treat either date as 
the date of disposal. It has been held under present law that the 
date of disposal is the date the contract is made. This amendment 
also specifically includes a sublessor as an owner of timber. 

Technical and clerical amendments were also made relating to 
timber, coal, and iron ore. 

Amendment No. 157 

Conforming to the new credit allowed individuals for dividends 

received from certain domestic corporations, the House bill provides 


that an estate or trust is to be allowed the 


(p. 231 of committee amendments) 


dividends ¢ 


redit only in 
respect of so much of the dividends which it receives which are not 
properly allocable to a beneficiary. Thus, the dividends received 
credit is divided by the estate or trust and its beneficiaries in propor- 
tion to the dividends allocable to each. Your committee has added a 
clarifving provision for purposes of determining the time of receipt of 
dividends, both for the dividends eredit under section 34 and the divi- 
dends exclusion under section 116. Under this provision the amount 
of divide nds properly allocable LO th b he iC ary unde I the estate and 
trust provisions Is deemed LO ha e been received b the bene fie ary 
ratably on the same dates that th adiy dends Wel rece ved yy the 


estate or trust. 

The House bill also contained a provision making available to bene- 
ficiaries succeeding to the property of an estate or trust on its termi- 
nation any unused net operating loss or capital loss carryover and 


: : < pee eee eee 7 
anv excess deductions (other than certain svectfied deductions) in 


excess of gross income. Your committee hes retained this provision 
but has added certain clarifying amendments which will insure thet 
the excess of deductions of gross income are made available only for 


the last taxable year of the estate or trust. 
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, ~ ) 
Amendment No, 158 (J 32 com) e amendments 


Technical and eclarifvin amendmen to section 645 relating to 


definitions applicable to certain estate and trust provisions, 


J : JQ) / '?} fy 
An ndme) Vo 159 ) / f ( é? 


echnical and clarifving at ments to definition of distributable 
n O contained 1 f 
AW? ( dme f Vo lH p g » OF Ct [Le ¢ [ dines 

Teehnical and conforming amendment to section 661 relating to 
a itional deduction allowed to estates and ists for distributions to 
b ( 
tN 

\ ( ‘ f f 

(‘oO Lol I re ! » 2) naire No Dd Hina by vou om- 

I) 
j ) / f ' / 
A ( ( Vo L62 p 4 OF Ccomn é€ amendments ) 

Section 663 of the Elouse bill provid ies pertamins: to sections 
O61 and 662 which « che irom the acdaition t deduction allowed a 
trust or es for dis mder se nm 661 and from. th 
COTTESDO 6 in | Sik | } I Nh ty ( of beneficiaries 
17) ‘\t) ‘ Ww} such cl aritable conutri- 


DuUtIO! in dist! ! and its or b : not to be paid at 





Supsection (Db) OF Section O65 Is entirely 1 \ It ws brought to 
ention Of Vo 8) | | i rta Hnstances the ter'ys 

( ! I { preclude distributions until 
e ob th Xa Vear and t butions are made in 

on the 65-day l Or e@NISUI \\ yi ir” com nittee has 

pt subsection (b) to prevent ardships and inequities in 

tt etior resp oO these { sts which re in existence 
( oO sani \ 1, 1954, b I tine | leary a right io irrevocably 





Su ect cc) of section 66 ‘ ynewW nder the theory adopted 
in the bill. as under pre if { OSsIple that one beneficiary 
mar subiect cd to ts r ason of tr t mco e whi hi is reserved 
fo i only available other beneficiary. Under this provision 
l t is determined under pertinent reguiations pr scribed by the 


secretary that a trust having two or more bene ficiaries is to be admin 
istered In well-denned separate and independent shares such separate 
i ’ i 


shares are to be treated as s« parate trusts for the purpose of deter- 


mining the amount of distributable net Income available for allocation 
to the beneficiaries It is beli ed that this provision will remove 
inequitable results that may result under present law in those instances 
in which the grantor clearly intends each beneficiary to have a definite 


share 





| 


a 
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Amendment No. 168 p 236 of committee amendments 


The House bill adopted subpart 1) of the estate and trust provisions 
to close a loophole under existing law. This subpart provides, in 
effect, that distributions by a trust in excess of its distributable net 
income (taxable income with certain modifications) will be “thrown 
back” to each of the 5 preceding vears in inverse order and will be 
taxed to the beneficiaries to the extent that the distributable net 
income of those years was not, in fact, distributed. To prevent 
double taxation, the beneficiaries receive a credit for any taxes pre- 
viously paid by the trust which are attributable to the exeess so 
thrown back However, the beneficiaries are deemed to have received 
their share of the tax paid by the trust on this excess. In effeet, thi 
beneficiaries, except for the fact that they report the income currently, 
are placed in the same position as if the trust had made the distribu- 
tion at the time it received the income This throwback provision 
applies only to accumulations of income in taxable vears to which this 
part applies It does not apply to estates or generally to simple trusts 

Under the House bill distributions exceeding distributable ne 
income by less than $2,000, distributions representing accumulations 
during the minority (or before the birth) of the beneficiary, and dis- 
tributions for the maintenance, support, or education of a beneficiary 
were specifically excluded from the application of the 5-vear throw- 
back rule. Your committee believes that the exception for ‘main- 
tenance, support, or education of the beneficiary” is too broad and, 
in order to prevent employment of this provision as an escape from 
the application of the rule, has amended this section so that the ex- 
ception will apply only to amounts distributed to meet the ‘‘emergeney 
needs” of a beneficiary. 

In addition, your committee has inserted two new exceptions 


section 665 b 3 excepts from the appli ation of the throwback rule 


certain distributions required to be made under the terms of trusts in 
existence prior to January 1, 1954, under which accumulated income 
is required to be distributed at not mor than four sper ified aves sep- 
arated by at least 4-vear intervals 

Paragraph (4) of section 665 (b) excludes amounts distributed to 
a bem ficiars aus a final distribution of the trust where sue 
tion does not occur within the first 10 years following the last transfer 
of property to the trust. It is believed that these two additional 
exceptions to the throwback rule cover those situations in which legiti- 
mate estate planning and management, rather than tax avoidance, 
motivate the distributions 

Certain technical and clarifving amendments are also made by this 


ow } 
hh distribu- 


amendment. 
Ame ndme nt No 164 p ZA5S OF Comm thee ame? dy nts 

Technical and clarifying amendment to section 667 relating to 
denial of refund of taxes to trust in computation ol distribution deemed 
thrown back 


Ame ndme rt No 165 p 259 of committee ame nile nts 


‘Technica! 
treatment of amounts deemed distributed in preceding vears 


¢ 


und clarifving amendments to section 668 relating to 


48716—54 5 
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°>4 


Ame ndme nt Vo 166 p P39 of committee ame ndments) 

This amendment permits credit for taxes previously paid by the 
trust to offset the entire tax imposed on the beneficiaries for the year 
to which » distribution is thrown back, rather than (as under the House 
bill) limiting the credit to the amounts included in income of the 
beneficiaries only by eause of the throwbace IN 
Amendment No. 167 p 239 of ym mittee amendments) 

Existing law contains a statuterv provision dealing with trusts in 
which the grantor retains a powell of revocation There is also a statu- 
tory provision under existing law dealing with trusts whose meome is 
accumulated or used for t he benefit of the erantor In addition, 
regulations (commonly known as the Clifford regulations) provide a 


series of rules to determine when trust income is to be taxed to the 
grantor because of: A reversionary interest within a specified period; 
powers to control the beneficial enjoyment; or certain broad adminis- 
trative powers. These regulations are based on the assumption that 
the grantor may be taxed under the general definition of income where 
he retains such elements of control as to be deemed the owner of the 
trust property even through the trust is irrevocable 

Ir: subpart E of the estate and trust provisions, the House bill pro- 
vides statutory rules to determine when a trust’s income is to be taxed 
to the vrantor because ol thre oTan or’s substantial dominion and con- 
trol of a trust property or income. These provisions incorporate the 
existing statutory provisions, as well as the substance of the Clifford 
regulations, with certain modifications. For example, under the 
Clifford regulations the grantor will be taxed on trust income if certain 
relate d Ol subordinate trustees possess a power to apportion income or 
principal among cifferent beneficiaries (nder the House bill the 


orantor ¥v ill not be taxed if he can establish that the related or subordt- 


} 


nate trustee is not acting in compliance with the grantor’s wishes 
however, the grantor must establish by a clear preponderance of the 
evidence that the related or subordinate party is not subservient to 
him. Your committee agrees in principle with this provision of the 
House bill bunt believes that the tuaxpavel should he permitted to rebut 
the presumption that the related or subordinate party is not sub- 
servient by) only i preponderane e of the evidence 

The House bill provides that a person W ill be deemed to be a non- 
adverse party if he has a substantial beneficial interest in the trust 
which would be adversely affected by his exercising or nonexerceising 
of any power with respect to the trust. Your committee has added a 
provision to insure that a person possessing a general power of appoint- 
ment over the trust properts vill be treated as having a “beneficial 
interest’ in the property nh accordance with the economic realities of 
the situation. 
Amendment No. 168 p. 240 of committee amendments 


Clarifying and conforming amendment to section 674 dealing with 
the power to control beneficial enjoyment of trust property. 
An hie lve ne Vo 169 p. 2 /() of committee ame ndments) 

Under section 673 the grantor of a trust may be held taxable where 
the beneficial enjoyment of the corpus or income is subject to a power 
of disposition, exercisable by the grantor or a nonadverse party, or 
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both. This general provision is subject to a number of exceptions in 
the House bill which correspond generally to the provisions of the 
Clifford regulations. Your committee has added an exception, con- 
tained in the regulations but not in the House bill, under which the 
grantor will not be subject to tax by reason of a power exercisable 
by a trustee (not including the grantor or spouse living with the 
grantor) which enables the trustee to apportion income among a class 
of beneficiaries provided that the power is limited by a reasonably 
definite external standard 

Certain other clarifying and technical changes are made by your 
committee in this amendment to section 674 of the House bill. 


Amendment No. 170 (p. 242 of committee amendments) 

Section 675 of the House bill (which corresponds generally to the 
Clifford regulations) provides that the grantor of a trust is taxable on 
the trust income where the administrative control of the trust is 
exercisable primarily for the benefit of the grantor rather than for the 
benefit of the beneficiaries. For example, if general powers of ad- 
ministration are exercisable by a person in a nonfiduciary capacity, 
including the power to vote stock of a corporation in whic h the hold- 
ings of the grantor and the trust are significant from the viewpoint of 
voting control, then the grantor may be held taxable on the trust 
income. Your committee has revised the House provision in this 
respect to eliminate any inference that the only investments over which 
control would be treated as held in a fiduciary capacity would be stocks 
or securities of corporations. 

Ame ndme nt No. 171 (p. 243 of committee amendments 

Clarifying and technical amendment to section 676 dealing with 
power to revoke a trust exercisable by a grantor or nonadverse party. 
d Lime ndme nt No. liz \p. 2S | ( f committe ame ndme nts 


Technical and clarifying amendment to section 677 dealing with 
income of trust accumulated or applied for benefit of grantor. 


Amendment No. 173 \p. D4 A of committee amendme ts) 

Technical and clarifying amendment to section 67S dealing with 
taxation of person other than grantor treated as substantial owner 
because of dominion or control over trust. 

Amendment No. 174 (p. 244 of committee amendments 

Under existing law, an unlimited charitable deduction is denied if 
the accumulated income of the trust for which the deduction is claimed 
is unreasonable in amount or duration in order to carry out the 
charitable purposes of the trust. Your committee has excepted 
from the operation of this provision of existing law a testamentary 
trust created by the will of a decedent who died before January 1, 
1951 (the effective date of this provision as added by the Revenue 
Act of 1950). In the case of a testamentary trust created under the 
will of a decedent dying on or after January 1, 1951, if the income is 
required to be accumulated pursuant to the mandatory terms of the 
will, then the unreasonable accumulation rule will apply onlv to 
income accumulated during a taxable year of the trust’ beginning 
more than 21 vears after the date of death of the last life in being 
designated in the trust instrument. 
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Amendment No. 175 (p. 244 of committee amendments) 


The House bill provides that the new estate and trust provisions 
are to be applied to taxable vears lo which the new code applies (tax- 
able years beginning after December 31, 1953, and ending after date 
of enactment 

Your committee has provided that distributions made by a trust 
or estate to beneficiaries in the first 65 days of a taxable vear to 
which the new code applies will be deemed to have been distributed 
on the last day of the preceding taxable vear as though the 1939 
Code remained in effect as to such distributions. This amendment 
is deemed necessary because fiduciaries in many instances mace 
distributions in reliance on the 65-day rule of existing law. Where 
returns were filed on this basis, the effective date provisions of the 
House bill would have required the filing of amended returns and 
could have had inequitable results In some cases 


Amendment No. 176 p 2/6 of committee amendments) 

This is a replacement for section 72 (j) of the House bill which in 
turn was a part of a new treatment for joint and survivor annuities 
most of which was retained in this bill. The House bill provided that 
in the case of primary annuitants dying after 1953 the present law 
system of a new start for the survivor in a joint and survivor annuity 
would be discontinued Instead an additional deduction was allowed 
to the survivor based upon the estate tax attributable to a part of 
the estate tax value of the annuity. This amendment differs in 
substance from the corresponding provision in the House bill only 
in the manner of computing the part of the estate tax value. Under 
the House bill the part would have corresponded to the relative cost 
of the survivor feature. Under the amendment the part corresponds 
to that amount which the survivor expects to receive which is, in 
fact, interest earned during the lifetime of the primary annuitant 


Amendment No its p 2/8 of committee ame ndments 
Kon the most part your committer has retained the House-nade ple d 
provisions relating to partners and partnerships. However, yout 


committee has made a number of substantive changes and a still 


Laren number of re lativels minor technical changes For these 
reasons your committee's amendments incorporate a new subchapter 
IX for partners and partnerships. The chief differences between the 


House provisions relating to parthers and partnerships and your 
committ s amendments are described below 
A cdate rule for contribute / perty ec. 704). As ap alternate 


} 


to the so-called entity rule provided in the House bill for determining 
the basis of property contributed to a partnership, vour committee’s 
bill provides that, if the partnership agreement so provides, the basis 
of contributed property may in effect be divided among the partners 
ina way which attributes precontribution appreciation or depreciation 


in value to the contributor of the preperty This special basis ean be 
used for purposes of computing depreciation, depletion and gain or 
loss upon sale of the contributed property. Thus, for example, in an 


equal partnership where the one partner contributed cash of $100 to a 
partnership and the other contributed property with a basis of $40 
but a current value of $100, the partners could agree that the partner 
contributing the cash could have all of the $40 basis for allocating 
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depreciation and for allocating the wain o1 loss if the property is sol 
. ] . hi . ‘1 ' » @ . . . : 

A speciat rule Is also provided 1 the case of joint te nancies and oth 


f 


fe ss a ' 
undivided interest This gives partners greater flexibility in ope 
ating in the partnership form 

b) Alternative method of determi 1 bas f 





) ) ‘ f ¢ é ee 
705).—Your committee has provided that in lieu of the relatively 
detailed adjust nents outlined in the House bill (and also in vour 
committee’s bill for determining thre basis of ah parte r’s interest, 
this basis. to the extent permitted by reculations ma bye determined 
by au re ference LO the pi riner s proportionate share of the aayusted 
basis of partnership property. For many partnerships this will 
repre sent a relativel) simpli means of cl termining the basis of a 
partner’s interest. 

Cc ( han 1) yr ado a? arable ears (se YOM el eo Hlo 34 
bill compels partners whe partnerships to adopt calend ir vears untes 
permitted to do otherwise by the secretal or his delegate In | I 
of this provision, vour co! ittee has provided that partners and 
partnerships may change to or adopt any vear the see fit, so long 
as both the principal partners and the partnership change to or adopt 
the same year. Moreover, diff { axabdle vears } be a opter 
by the partnership and its principal partners if a business purpose is 
established to the satisfaction ) secretary o1 his ¢ rate for thy 
different Vears a is pro s SLOTLON to clos t} Sin lt’ ¢ loop 
hole with which tine LH Is \ oO ern Dt th { 
provide partners ana parthe sh) ps with more Ile ibility in selectin 
taxable Vears. 

l) Transe rans | “I (1) nariners) ec. 70? { ( 
your committee’s bill, Cay tal gains in transactions betweet parthers 
and partnerships will be recognized unless the partner involved has 
an interest of 80 percent rn xe in the partners! which ease th 
vain will be an ordinary gam fn the case of losses the deduction for 
a loss in the case of a transaetion be veen a pi erand a pa tnership, 
the deduc LOT for the los vil BY CLC] ed only 1h he case of a parcinel 
havin an interest of 50 percent or more in the partnership. The 
House bill had a 50-pereent rule in both gain and loss cases, and where 
such an interest was exceeded trea ed the transaction : ; either a con- 
tribution or a distribution of property. The rule adopted by you 
committee is more lenient and provides the same rule which is alread 
available in the case of tran actions between controlled corporations 


and their shareholde 
( Dj tributions \¢ 31 1o0 In the place ol the Ho se] le S 


; ‘ ; A a cin . 
for distributions, vour committee has provided that in 

liquidating distributio Ss the distribut will senerally Su 
; } 


the partnership basis of property distributed the basis he held for his 


interest in the partnership. The basis to the distributee of inventory 
° ° 1 : 1 1 
items and unrealized receivables, however, is to be limited to the basis 


they had in the partnership to prevent the conversion of Orainary 


income into capital gains. To the extent the basis of the distributee 
for his interest in the partnership differs from the partnership basis 
for the distributed property the partnership may (if it has generally 
elected to make such adjustments make adjustments to the basis of 
the property remaining in the partnership to account for this differences 


The carrvover basis provided by the House bill is continued by 
vour committee in the case of nonliquidating distributions However, 








38 SUMMARY OF FINANCE COMMITTEE AMENDMENTS TO H. R. 8300 


tead of realizing gain as is provided under the House bill where this 
basis for the property distributed exceeds the partner’s basis for his 
interest, your committee’s bill provides that the basis of the property 


1 


distributed is to be limited to th partn r’s basis for his interest. 


[In general, these new distribution rules differ from the House rules 
primarily in that they narrow the area in which gain or loss is recog- 
nized upon a distribution. These rules combined with the nonrecoegni- 
tion of gain or loss upon contribution of property to a partnership will 
remove deterrents to property being moved in and out of partnerships 
as business reasons dict 

Transfei Of a nterest in a ership é 741-7438 In 
general, vour cominittee has adopted the House provisions relating to 
transfers However, tf the partnership elects to adjust the basis of 
partnership properties with respect to transfers, the adjustment under 


your committ e's bill as distinct from the House b ll, to the extent it 


{ t < 
ue Ob assets altel 


represents appreciation or depreciation in the va 


their contribution to thi partner hip, is to be available only to the 
transferee partner. Your committee believes that assigning this 
special basis largely to the transferee partner is desirable because it is 
more accurate than the House bill in reflecting the increase (or 
decrease) in basis to the partner to whom it is attributable. 
Pa yments to are rond pa ( SUC ofa decease ] pe ner 
ec. 736 Your committee has abandoned the 5-year rule provided 
in the Tflouse bill for providi different treatment with respect to 
payments to a withdrawing partner depending on the period over 
vhich the payments are made To the extent that pavments to a 


retiring partner or dece: ed partne r’s successor in interest are not in 
exchange for a capital interest, under your committee’s bill they are 

ed as deductions to the maining partners and as income to the 
withdrawing partner or his successor, irrespective of over how long a 
period they mar be paid Under the House bill, to the extent the se 


payments were made more than 5 vears after the retirement of the 
partner, they were treated as a gift by the remaining partners to the 
withdrawing partner. Your committee believes that the artificial rule 
of the House bill is undesirable because it tends to interfere with the 
normal period over which these payments may be spread. 

( (1) ible partne? }, ai other p S10) s common to distrioue- 

ind transfers ees, 751-755) —In general, vour committee 
followed tl House rules with respect to collapsible partnerships, 

hough a number of relatively minor technical changes were made in 
t| . 

[Cfhective date a7 Your committee’s bill makes the new 
pari rsh p provisions l iil ip licable for partnership Vears 
beginning after December 31, 1954, instead of December 31, 1953, as 
pro led by the House bil] However, several loophole-closing pro- 
visions are made effective as of March , 1954, the date the bill was 


introduced in the House. The March 9 effective date applies in the 


ease 
the adoption of a new taxable year by a partner or partner- 
a ; 
2) the olding period for re i bles or inventory items 
alist tuted to : partie d 
the collapsible part ership prov ISION, 
The postponement of the general effective date for 1 vear will give 


+ 
I 
partners more time to become acquainted with the new provisions. 


‘ ees 
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inapplicable in the case of 
In lieu of this limitation, 
investments in 
investment company’s a 
and only at such t Th 
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value to where it r 
total assets, it need not red 
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technical 


more ol! 


more ol 
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( pre sel 
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taxation of regulated investi 
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other definitions and 1 sin connection 
ral companies, the Ho se bill refers to 
rued rid ms ol ded LIONS paid or 
) where iti \DPressit Ooraccru a’ 
or to maint: thr e of a cash- 
nce compat 
} f 2a ; 
thy, ’ nd 6) 
ed investment companies generally must 
I ts represented eA 1 items, Govern- 
other regulated investment companies, 
sp | ) nv one co ny 
more than 5 percent ot the alue of the 
| iV, aha 
nore than 10 percent of the voting securi- 
ine the securities iv ition, not more 
Va of the regulated iny iment com- 
1)¢ hvé ead Ih Securitle OL one Com any 
under the contro il ilated 
id ehnevaged in simula trade or business 
‘cent rule described previously is made in 
pa S principally en i in man iv’ 
anies. Development companies are com- 
the developm nt or ¢ rh if Ol mVven- 
\\ processes ) odu yt 
le. A company principally engaged in 


, } 3 a ’ l 1] 
these deve iopment con ile hod 


S iflay 


e votine securities of t] development 
{ | i d thre House bill > i Ss not pe im 
) pe een of the V hy of s ets nh any 


e the 5 percent limitation, just described, 


iT tments develop eT 


il company. 


our committee’s bill provides that the 
nv are to bye limited to percen of the 
Ss att time tl Investme! is made, 
s, if the development company is successful 
of tl investment comp Vv increases in 
Ss more than 5 percent ol hie value of its 
ice its investments in such a development 
ie to qualify for the tax treatment pro- 
d investment companies. 

of committee amendments 

amendment to section 852 1 tinge to the 


ent companies and harehoiders 


“44 1? 
7 comn €€ Ane d 


ent to section 853 relating to the foreign 


lers of regulated investment companies 
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An } ment Vo 185 p ISH Of comm tte amendments) 

Phis amendment makes it clear that the foreign-tax credit, which 

lowed to rareholders of reculat “| investment Companies under 
the House bill in certain eases. is to be available onlv if the reculated 
investment company has supplied the shareholder with the necessary 
\ n information th respect to the foreign taxes paid within 30 
a r the close OL thre cable Cul 
| f NN" 1S¢ yp. 286 of committee amendments 

1} provision amends ection So4 of thi House bill relating to 
limitations applicable te lends received by corporate or individual 
hareholders of 1 lated investment companies. Under the House 
and vour committee's ill. if more than 25 pereent of the income of 
the re rulated Inves int company Is from interest or other nondivi- 
dend ncormye the dividends-recel «| deduce tion tor corporations and 
the dividend exelusion and credit fo individ tals is to be availa | 
( th err to the portion of h re tlated inv tment company s 
ais ! | ! vi { Ny repre nt dividend mcome 

Ion D fapnl Wie { s Zo= ereent limitatior vour committee’s 
amendment provide that the dividends received are to nclucd OMY 
dividends received from domestic corporations \ioreover. thev are 
not to include any dividends which. if received b individual, would 
1 it) rice { 2 | dividends-received ules for a ( ( 
exclusion. One of the principal effects of this is to exclude from divi- 
dends re ved, tor purposes of app yx this 25 percent liv itation. 
d lends paid bv f CVD COPPOratlons Simce Si i amounts if re eived 
by the shareholders directly would not be eligible for the dividends 
re l ed ci¢ etion edit or ¢ clus n 

Ye oO es wy admen uso |] vides that thie mvestn { 
compa t notilv the stockholders within 30 d s after the cl 
Oo ear as to any distribution which is eligible for the dividends 
red ( | aueti CHE hit O! exclusio h Orae ror thy stock} lders 
{ ve the benefits of such treatment 
| ) t No 7 » IS? of « tf ( } } 

| Sa conor ( i i table of parts { ibchapter N relat 
mie te msed OF come Tro oO Ces hin o (hout thre | nited 
st 1 
Line t NA ISS (p he mit a ly fs 

This amendment ol your committee which relates to section Si i 


dealing with the tax on nonresident aliens, amends a House changer 
providing that the tax base of nonresident alien individuals not en 
aged in trade or business in the United States 1s to be enlarged to 
include any amounts which are considered to be vains from the sale 
or exchange of ‘apital gssets Your committee has re stricted this 
House change to gains derived from lump-sum distributions und 
qualified pension trusts where the distribution is made in 1 year on 
account ol separation from service; gains from the disposal of timber, 


coal, or iron ore if such amounts would be considered as gains from 
the sale or exchange of capital assets; and gains from the transfer of 
an interest ina patent which under your committee’s bill is considered 


to be gains from the sale or exchange of a capital asset. 
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Amendment No. 189 (p. 288-of committ 


} ittee amendments 
This amendme nt relates Lo sec tion S74 which all VS ce due tions al | 


if 
credits in the case of nonresident alien individuals only if they file 
returns. Your committee has revised this ne “ae 


ns. 1 ti make it clear 
that it is not to be construed as dem ing the credits for tax withheld 


at source provided by section 5] relating to tax withhe ld at the source 


section 


on wages) and section 32 (relating to tax withheld at source on non- 


1h) 


resident aliens and tax-free cove 


| | 
ant bonds 


Amendment No. 190 (p. 288 of committee amendment 

pba 

This provision relates to section SS] the tax on loreien corporations 
not engaged in trade or business in the United States. The House bill 


enlarged the tax base of such corporations to include anv amounts 


which are considered to be rains trom the sale or ex hane ot « iDital 
assets. Your committee has restricted the scope of this change to 
' vains derived from the disposal of timber coal and iron ore, which are 
: idered t } 5 , ] | ‘ : { “s ] j 
; considered to be Gains trom the sate o1 exchange ¢ i capital assets 
Amendment No. 191 p. 288 of ca? ittee amendments 
rm: . 8 ' ' 1 ‘ 
This Is a technicai amenament to psection { ot section SS2. 
relating to the tax on resident ioreign corporations 
Amendment No. 192 (p. 289 ef eon ttee amendment 
This is a conforming change to the table of subparts to part lil, 
relating to Income trom sources without the | nited States 
Amendment No. 19S (9 ASG of committee amendments 
my: . : ae 
rhis is a coniorming amendment to the table of sections to the 


subpart dealing with the foreign tax credit 


Amendment Vo. LGS ». £8 of ¢ thee armel 
This amendment makes techn | contorming el res h section 
. 1 } 
901 (a) dealing with taxes of foreign countries and possessions of the 


United States for which a credit is allowed 


Amendment No. 195 (p. 289 of « mittee amendme 

This amendment, relating to allowance of credit for 1 eS Paid to 
foreien countries and United States possessions tor ( ting \ 
The House bill would have permitted a taxpayer to credit a “principal 
tax’’ paid or accrued to the national government of a ve n country 
or of a United States POSSeSSLOI See amendment No OO, striking 
out the so-called principal tax provision of the Hous and insert- 
ing as a substitute the provision in existing law allowing a credit for 


taxes paid in lieu of income, ete., taxes 


Amendment No. 196 » 290 of committee amendments 
Amendment No. 197 (p. 290 of committee amendments), a 


Amendment No. 198 p 291 of committee amendments 


These amendments, relating to credit of domestic corporation stock- 


holder for taxes of foreign corporations paid to foreign countries or 
United States possessions, conform with your committee’s action im 
amendment No. 200, striking out the principal tax provision of the 
House bill, and restoring present law 
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Amendment No. 199 Pp 221 of commatice amendments 

This amendment revises subsection (d) of section 962 of the House 
bill, relating to special rules for certain wholly owned forei en corpora- 
tions in the case of the credit for corporate stockholders in foreign 
corporations. Under the House bill, in limited circumstances, the 
receipt of property in the form of a rovalty from a wholly owned 
foreign subsidiary is treated as a dividend distribution for purposes 
of the foreign tax credit. Your committee’s amendment revises the 
House bill by providing that the excess of the fair market value of 
property received by a domestic corporation from a wholly owned 
foreien subsidiary over the cost of the propert \ and services furnished 
bv the domestic corporation is to be treated as a distribution by the 
foreign corporation to the domestic corporation. Your committee’s 
bill differs from the House bill in that the excess of the fair market 
value of the property r ceived over the cost to the domestic corpora- 
tion is to be considered as a distribution; whereas, under the House 
bill, the portion of the property which was not attributable to services 
or property furnished by the domestic corporation was to be con- 
sidered as a distribution by the foreign corporation and the amount 
of the distribution was gener: ally to be determined by reference to 
the adjusted basis in the hands of the foreign subsidiary of the prop- 
erty distributed. 


Amendment No. 200 (p. 292 of committee amendments) 

Existing law provides for a credit against United States taxes for 
foreign income taxes which are defined so as to include so-called “in 
lieu of” income taxes. The House bill substituted for these “in lieu 
of” taxes a credit against United States taxes for “principal” taxes. 
Under the “principal tax’? concept, the taxpayer may claim a credit 
either for the traditional income or profits and excess profits taxes or 
for a “principal” tax levied by a national government. The “prin- 
cipal’ tax under the House bill is defined as the tax imposed by a 
foreign national government on the taxpaver’s trade or business, which 
constitutes a principal source of tax revenue from that business to the 
foreign country. However, sales, turnover, property, or excise taxes 
are excluded if tiey are generally imposed. Your committee’s amend- 
ment deletes this “principal” tax concept and restores the tax credit 
for “in lieu’’ income taxes as provided by present law. Objection was 
raised to the adoption of the “principal” tax concept on the grounds 
that it would in many instances reduce the amount of credit avail- 
able under existing law and that it would lead to many difficult 
interpretative problems. 


Amendment No. 201 Dp. £98 of committee amendments) 

These are amendments to section 904, relating to the limitation on 
the foreign tax credit to conform with the committee’s action in 
deleting the 14-point foreign tax credit. 

Amendment No. 202 (p. 295 of committee amendments) 

This amendment conforms with the change made by the committee 
deleting the concept of prince ips al tax and substituting the present law 
provision relating to ‘‘in lieu’’ income, ete. taxes. 

Amendment No. 203 (p. 293 of committee amendments) 


This is a clerical amendment made to section 905 (¢), adjustments 
on payment of accrued taxes. 
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Amendment No. 204 (p. 298 of ecommiatt amendme? a d 


Ame ndme nt No. Zt MW) D. 295 oOo} committee ame? 


Imenis 

These amendments make el anges in the headings and table of sec- 
tions to subpart C to conform with your committee’s action in amend- 
ment No. 207 deleting the 14-point tax differential for certain business 
income from foreign sources 


Amendment No. 206 D. 293 of committee amendments 


The House bill provided i that a corporation was not disqualified 
for the 14- point tax differential provided by present law in the case 
of Weste TH Hemisphe re trade cor rations merely because of incidental 


ry 


purchases outside of the Western Hemisphere 
Your committee amended this section to provide that for anv tax- 


able vear beginning prior to Janua 1, 1954, the determination of 
whether or not a corporation qualifies asa i a H panne 
corporation is to be made as if the change made by the House bill with 


respect to incidental pur cha ises outside of the a Hemisphere 
had not been made, and without inference from the fact that this 
provision is not expressly made applicable with respect to taxable 
years beginning prior to January 1, 1954. 


Amendment No. 207 \p. ZY nates amendments 


The House bill provided a ew credit against tax to the extent of 
14 percent for certain income received from foreign sources. In 
general income from dividends, interest, or from branch operations 
could qualify for this treatment if most of the earnings of the business 
involved were derived from outside of the United States and from 
the conduct of a trade or business. Special limitations had the effect 
of ruling out most income from wholesaling and income (if over 25 
percent of the total) from products manufactured abroad but in- 
tended for sale in the United States. The special tax benefit was 
also available in certain other cases, such as income received from 
technical engineering, scientific, and like services. 

Your committee’s amendment deletes this section, because it is not 
at this time prepared to adopt the approach incorporated in the House 
bill. However, it is hoped that exploration of the matter in conference 
with the House of Representatives will make it possible to find a 
provision in this area which will prove to be satisfactory 
Amendment No. 208 (p. 294 of committee amendments 


This is a conforming amendment to the table of sections in subpart 
_ ° ° vA: rl 4 . : 
E, dealing with China Trade Act corporations. 


Amendment No. 209 \p. 294 of committee amendments) and 


Amendment No. 210 (p. 294 of committee ame ndments 


Present law in gener al prov ides that China Trade Act corporations 
are to receive a credit against net income (deduction against taxable 
income under the bill) for the ratio of their stock which is held by 
persons who are citizens or residents of the United States and citizens 
or residents of China. This credit (or deduction) is available only 
to the extent the income of such corporations is distributed to these 
stockholders. Under the House bill these corporations are denied 
this deduction with respect to stock held or dividends paid to ¢itizens 
or residents of China unless they are residents of Formosa. 
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committee’s amendment proy ides that in addition, this dedue- 
tion is to be available with respect to stoek held by, and dividends 
paid to, residents of Hong Kong. Hong Kong was specifically in- 
cluded in the area in which the China Trade Act corporation treat- 


an 4S . oan | 4 
ment was available under the original act. 






ns “ } 
Amendment No. 211 (pn. 294 of committee amendments 


in addition Lo the d di tion availal le to ¢ ‘hina Trade Act corpora- 





























tions, explained in connection with the prior two amendments, 
present law provides an exclusion for dividends reeeived from China 
Trade Act corporations D\ residents of China. The House bill limited 
th Ss excltis ion ior div idends rece ived by thre stockholde i's of Su hy COor- 
porations to residents of Formosa In conformance with your commit- 


tee’s action in the case of the deduction for the corporations, it has 
extended this exclusion ut thie INCL idual shareholdet level LO resident 


of Llonge Kong 


Amendment No. 212 (p "9D of committee amendn ft 


I 


{ nder existin law profits of a fore ion branch ot a domestic COor- 
poration are ta ced Cl rrently The Ho S¢ bytt] nproy ce sn procedure 
whereby domestic corporations may elect to deer tax on ineome of 
eertain foreign branches in a manner similar to the wavy in which tax 
on income of foreign subsidiaries is deferred, that is, foreign income 


would bes ibieet to { nited States tax onl when it is bro oht home 


> , 2 , 1 ' 

Br nches q abliiving undaer th 5 prov sioh under the Hot se bil! also 
' 1] ! ’ 1 1 1 

vere eligible for the 14-po t tax differential provid d by th Ilouse 


Yo ree mmittee’s amendment dele tes sections 951 to 95S of the 
Ho ise Dill dealing with t} e deferral Ol tax In the case Of troreien 
branches of domestic eorporations. This action has been taken 
because of the interrelation ship Ol this provision with the 14-point 
tax differential which as previously indicated has been omitted from 
the bill for further consideration with the House conferees. 
| fment Vo 2 | ) p BGO Ol Conn ittee amnel dments 

This is a clarifving amendment to section 1001, determination of 
amount of and recognition of ¢ain or loss. 
A lment Vo. | p. 295 of co pmittee amendment 

This is a technical amendment to section 1001, determination of 
arount of ana recognition of cralnh O! loss 
A ( ent Vo 15 D. Z MW) Of Colmyd itter Lilie ndme nt 


sis a technical amendment to section 1002, recognition of vain 





A ( / ent Vo 16 P g of committee dine ndn ( nts 
This is a technical and conforming change in section 1012, basis of 


property cost 






An €/ dn ( nt No. 217 fp). 296 of committee amendments) 
Mhis is a clerical and conforming change to section 1014, basis of 
property acquired from a decedent. For substantive change see 


amendment No. 218 in this summary. 
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Amendment No. 218 p 297 of committee amendments 

The House bill esta! lished rules for eranting a new basis at death 
for all property received from a decedent. This amendment provides 
that the basis at date of death of the property covered for the first time 


1 i . . } | 
DV this new provision is to be its value at date of death r alternate 
Valuation date where applicable less the deductions fet depreciation, 


amortization, and cif plet on taken bv the t mpaver on sl eh prope rty 
prior to the date of de: th 
Clerical chang S are also made 
Amendment No. 219 p. 298 of eo nittee amendments 
This is a conforming amendment to section 1014, basis of property 
acquired from a decedent 


Ame ndme nt N 4U (p. ZY H ttee amendments 
These are technical and conforming changes in section 1016, ad- 
justments to basis. 
Amendment No. 221 (p. 299 of con tree amendment 
eaea. 5 ' ; : 
This amendment adds a new eross reference to section 1016, 
adjustn ents to basis 
Amendment Vo C24 (D. ZYY OT CO tf ame? 
This is a clerical amendment to seetion 1917 discharge of in- 


debtedness. 


Amend? en Vo Bg, > p Z , Or ¢ } ree Mprie Pments 

This is a clerical amendment to ‘tion 1022, cross reference 

j O70 ) { 

Amendimne | Vo poe! p Ceres vy qnendyne 

Chis IS a clerical amen lel to abl ot contents 
Amendment No. 225 (p. 299 of com? tee a iments 

rm | : 1 14 ] j | , , 1f 1 | 

phisisa cereal and techhical amen¢ leht to Cllol Uol, eXchange 

i 1 

ol property heid lor produ est } 
Am ent INO. Ze O of « aT ( ( 

4 al : 1 ’ 1 

| Lis Is al cleric: { eLille dn Tht t ’ s on it) 2 { nal ) SLOCK {or 
prop ¥ruv. 
Amen lment Vo LP | i) H) ‘ommittee amendn 

This amendment provi other disposition of 
property lving within an irrig eemed an involun- 

} ‘ +} ro 

tary conversion if the sale mito oO the acreage 





limitation provisions of Feder: 
Clerical changes are also mac 


Amendment No. 228 (p IT of committee amend 
oi ee ne , wid 4 
This amendment strikes out section 1085 of the House ili, tore 
1 oe 4 rT’ | ' | ] ? ‘ ; ‘ 
closures on property held as security The House bill contaims a 


special provision dealing \\ ith mortgage Tore cl sures and related trans- 
| that in the 


case of foreclosures ho Cain Ol loss Wo ild pe reco mized unt il the ( reditol 


actions. The approach under the House bill provided 


dispos «lt of the property tL nde this reatment, the foreclosed prop- 


erty would take the amount of the debt as its tax basis, and the gain o1 
loss on its ultimate disposition by the creditor would BY capital Ol 
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ordinary, di pending on the previous character of the mortgage or other 
evidence of indebtedness in the hands of the creditor. 

This section was rejected since, particularly in the commercial credit 
field I foreclos re 1s commonly regarded as a closed transaction and 
the House provision might result in unduly complicated credit trans- 


aAcLLoOns 
| é hie f Vo I ZY p { or ¢ ihe? } 
mi } 1 1 
5 Mena ! | Ss St mn 1 I iv tit 5 Dit, | ‘ha ity O 
('¢ rh ¢ hi O ( ; ) ts~ rere hangve ol an 
eC] ) ¢ } »t} endown iF ( f then v poli \ 
) ICS [Or |] lar pavinen Deg tad ( LOL tat ly Nn the 
aa ) Wo ld Hh ne | On) ey ychangved. 
Clerical chances on 
| ) Vo ne ) oO; ” Line nie 
rr : ; 
Chis is a conto 1 to retain rule of ting law which 
1 
\\ ) ( wel ( i Hi 
| \ f 
é ; ) ( ‘ ( / 47i€7 
} ‘ { ’ ft ft ( { n WO rey vit ) mired 
his is: moO! if} i ena it Oo CLION yt, Properly acquired 
. ; 
du ffiliation. 
{ NT, ) y ) 
| ( \ / é@ aine 
| | =) 1] 
iect | enadament } zZ el hy S est blishe | 
bv the Revenue Act of 29 or 1934 or | the Inte 1 Re 1h ¢ ode 
) 19 ; 
| f é \ ) (}.5 Pd a ni 
1 4 } 2 1 . ! 
his amendmen applies to capital gains received DV a corporation 
1 ‘ Li ] '* ‘ ; ’ wet - Y . 4 ] 
na taxable vear beginning before April 1, 1954 Under this amend- 
ment a rate of 25 percent is to apply in the case of vears pegcinning 
z a et ae : ve 
after Mareh 31, 1954. his is the same as is provided by present 
; pn iS F 7 - cwuae — 
law Under the House bill, in the ease of a vear beginning before 


April 1, 1954, and ending after March 31, 1954, the tax would be 
prorated between the 25- and 26-percent rates, based upon the por- 
tion of the taxable vear falling after March 31 and the portion before 
April 1 
Amendment No 234 p. 303 of committee amendments 

This is a technical amendment relating to the treatment of capital 
gains and losses in the case of certain trust beneficiaries. 
Ame ndment No. 235 \p. 304 of the committee amendments 

This is a technical amendment relating to the treatment of capital 

° 


cains and losses in the ease of certain trust beneficiaries. 


A Line ndn ent Vo. 256 p. 304 of the committer (Lire ndn e? fs 
This is a technical clarifying amendment. 
Amendment No. 237 (p. 304 of the committee amendments) 
Under present law certain short-term Government obligations sold 
without interest coupons are not considered as capital assets. The 
House bill provided that these assets were to be considered capital 
assets, but the difference between the issue price and redemption 
value was to be taxed as ordinary income at the time of redemption. 
[he two rules reach substantially the same result in most instances, 





: 
: 
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but your committee has adopted the rule of present law since this 
is the simpler. 


Amendment No. 2388 (p. 305 of committee amendments and p. 254 of 
Tlouse hill) : - 

This is a technica! amendment to section 122 relatn to the hold- 
Inge period of property, whi his made necessary DV aN OMESSIO! I} the 
House bill. 
Amend it N COU p. 305 of ) } ) ee amendn 

‘his >a i ‘hn al hi In ( MWOorili c > th I i¢ ad pre - 
SIONS 1 subchapter ( rela io” to ¢ ais tions 
Amendment No. 240.(p. 305 of cor tlee amend 

lh; Shin ] 1 } . . 

Ihis provision allows the holding 1 riod oft stock received in certain 
tax-free distributions, for example an ordinary stock dividend, to 
include the holding period of the basie stock with respect to which it 
was received. ‘The amendmer >the House bill in this regard provides 
; a : ; 
that this rule will appl in the ease of stock received 1n spinoff even 
il the spinof} itself occurred before 1454 This method ol computing 


the holding yeriod does not aq | to spimotts under present law 


Amendment Vo. Ih Tf D. My f ‘ rye ]) f 

Chis is a clerical amendment to a cross referent 
Amendment No. 242 (n. 306 of 

These are clerical amendments in a table of cont S 
Amendment No. 243 (np A of 

VW > 1 ’ 

his is a teel hi amenament contort to tt tal vain tre 
ment allowed in amendment No. 156 to iron ore ro es 
cimendment No. g } 1? of eon tiee amendme? 

Section 1232 of the House bill provides a new rule for treating as 
ordinary income a portion of eain realized on bonds and other evi- 
dences of indebtedness issued at a discount. The committee accepted 


the major part of the House provision with a few changes. This 
amendment removes from the operation of the rule, and from its 
necessary calculations, certain cases in which the ordinary income 
part of the gain is likely to be nonexistent or very small. These 
cases include any buyer who acquires one of these original discount 
bonds at a premium, and any bond issued at certain very small 
discounts. 

The amendment also clarifies the operation of the discount rule in 
connection with a particular type of security known as a face-amount 
certificate. 

In addition there are clerical changes. 

Amendment No. 2 AS (p. b0US of committe amendn Enis 


This is an addition to the House bill. It applies the substance of 
the rule developed in the House bill for dealing with bonds originally 
issued at a discount, to another case where a discount is created by 
an artificial transaction having no business purpose. The device 
involves selling a long-term bond from which there has been detached 
coupons for a number of years. The coupons are sold separately 
and the bond is sold at a reduced price. As the period covered by 
the detached coupons runs out the bond returns to full value. The 
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Dul since this vain resembles interest 1t 1s treated as ordinary mcome 


consequent gain may be treated as capital gain at the present time 


under the committee amendment. 
\ , » . , 
Ame nie Vo. Z4¢ p QUY of commiltee Q@Qmendments 


This amendment completely rewrites the provision in the House bill 
ling with patents. The effect is to make it more favorable to the 
taxpaver in sey ral respects { nder the House bill an inventor could 
sell his interest lm a patent undet an arrangement whi reby his price 
would be contingent on the pr fitability or productivity of the patent 


in the hands of the buy I provided that iY Ol his full payment within 
5 vears of the date of sale. 

\s a result ol widespread protests Ovel the restrictive effects of the 

Hlo sf bil] colnpared LO Cf riaim dee] LOnS minder Ca law , Vvour colml- 

’ } +h, ‘ { } j } 1] Mire the 

iit tlee ide three important changes in the House Putt. Pirst, Uibe 


1 


5-vear limitation is eliminat d with the effect that all income from an 


CXC] ive license to all the ibstantial rivhts under a patent will be a 
capital gan Second, the requirement of a 6-month holding period ts 
dropped in your committee’s bill. Third, under your committee’s 
bill, as ider the House bill, the | rofessional inventor is accorded the 
ame treatinent as the amateur inventor but vour committee’s amend- 
het extends this favorable treatment to any individual who purchases 
an interest in the invention before the time it is actually ‘‘reduced to 
prac tier Che emplover of the inventor and an individual closely 
relate to the inventor. however, are ruled out of this latter croup 
which ean obtain tl avorable treatment 
L/yie ( { Vo ; } I ( prem itter amendments 
I imendment strikes the section of the House bill vhich provides 
‘ { Isbines unde vhich dealer in) real estate could obtam lon = 
capita rains on certain real property held ha snpectally desig 
hated investment account The conditions imposed by the House bill 
\ found ol tionable by real estate dealers who indicated a 
preference for deletion of the provision rather than its retention im 
the form passed by the House. Since the amendment was intended 
by the House as a relief provision, vour committee decided to pass 
it ovet » the matter could be given further study. 
Amendment No, 248 p. ol of committee amendments 
Section 1238 of the House bill (sec. 1237 of committee bill) pro- 
ded circumstances under which an individual who held real property 
ror mvve ent would be enabled to subdivide the property to dispos 
of it and not thereby be held to be a dealer in real property and tax 
able at ordinary incon ites on the entire gain The committee has 
accepted most of this provision. Howe it has elarified the 
restriction in the House bill which provides that the taxpaver must 
at have made substantial bnprovemnent on thi property he sub 


divides and. sells The anendments specify that to disqualify 4 
property the improvement must substantially enhance the value of 
the particular lot sold and they specifically exclude from considera- 
tion certain improvenents made by certain related ynersons, a OV 
ernment or by a lessor 

\ clerical amendment is also made 
Amendment No. 249 p 511 of committer amendments 


1 


fhis is a clerical amendment. 
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committee amendments 


Amendment No. 250 (p. 312 of 

This is a clerical amendment 
Amendment No. 251 p. 312 of comn ittee amendment 

This amendment strikes from the bill those provisions added by 
the House that would have attempted to settle some conflicting court 
decisions dealing with the transfer of property in exchange for a 
private annuity. The committee has deleted these provisions because 
it appeared there were special types of annuities which would not be 
taxed equitably under these general rules 


Amendment No. 252 p 312 of eomn 


ttee amendments 
This amendment has the effect of restoring the present law provision 
which allows capital-gains treatment on distributions on the termina- 
tion of certain e nplov: ent contracts It is provided that this pro- 
vision will only apply, however, to contracts entered into before thi 
date of enactment of this provision 


Amendment No. PA3 dD i] ) rf Onn thee dine ndn evr 


Your committee has added a new section to provide certainty 


with respect to the treat nent, as capital eains, of the gain on th 
cancellation of certain contracts The items covered ar | he 
receipt by a lessee of a paviment tor the cancellation of a lease, and 
2) the receipt by a distributor of goods of a payment for the can- 
cellation of his distributor’s agreement, but the latter is onlv covered 


if he has a substantial capital Investment im the distributorship 


Amendment No SOL Pp 315 of ecommitt ame? dment 


Under existing law certain income attributable to 


several Vears 
may be treated as though received ratably over the peri 
the work is pe rformed with certain limitations For exat | 
amounts received from an invention as artistic work created by the 


taxpaver may be sprea 





back ratably over the period in which the 


work is performed (but not more than 36 months) 1 1) the amount 
received constit ites ¢ radinary income and Is at le st SO percent of the 
eross income from the invention or artistic work for the taxable vi 
all prior taxable vears, and the 12 months sueceedi the taxa 


. + + . 7 | ‘ 
year, and (2) the work on the invention or artistic work co 


period of dob mont} S or More from bye oIMnIng to con pletion 


In the ease of an invention, the House bill extended the maximum 
period over which income could be spread back from 36 to 60 months 


Your committee has reduced from 36 to 24 months the minimum 
period of work on an invention or artistic we rk fon purposes OF q iy - 
ing for the benefits of this section. This amendment should make the 
averaging benefits more readily available to authors, musicians, et 


who spend more than 2 but le SS than ) years in work on their literat 


musical, or artistic compositions 


] ° } ] | + t] ¢ ) 
A clerical amenament was aiso made to this section 
Amendment No. P55 Do h of committee amendments 


Amendment to section 1313 relating to mitigation of effect of 


statute of limitations to contorm to changes made in consolidated 


returns | rovisions 
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Amendment No. 256 p 314 of committee amendments) 

Technical and clarifving amendments to section 1314, relating to 
amount and method of adjustment in mitigating effect of statute of 
limitations 


~~ 


Amendment No. 257 p. 314 of committee amen fments) 


Technical and clarifying amendment (manner of determining 


interest in certain cases) to section 1314, relating to amount and 
method of adjustment in mitigating effect of statute of limitations 


? , ae re , ea) , 
A endment NY N° 418 Ol COMA? iti ee amendme? tx 


Under present law, if a taxpaver is obliged to repay amounts which 
he had received in a prior year and included in income because it 
appeared that he had an unrestricted right to such amounts, he may 


take a deduction in the veal of restitution. The House bill provides 
that where the amount restored exceeds $3,000, the taxpayer will pay 
the lesser of: (1) The tax for the taxable vear, or (2) the tax for the 
taxable ar minus the deduction but reduced Dy the decrease in the 


tax for the prior taxable year in which the income was erroneously 
> ] ] ; 


included (the tax for such vear being computed without recard to 
the erroneous inclusion). The House provision is inapplicable, how 
ever, to refunds, allowances, etc., p rtainine to sales of Inventory Ol 


stock in trade 

Your committee has provided that the exception for refunds arising 
from inventory sales will not apply to refunds made by a regulated 
public utility where such refunds are required by the regulatory 
a ney. 

Amendment No. 259 p. 818 of con mittee amendments) 

Your committee has amended the House bill to add a new sub- 
chapter R, providing an election for certain corporations, partnerships, 
and proprietorships as to taxable status. Section 1351 gives certain 
corporations the option to be taxed as partnerships and section 1361 
allows certain proprietorships and partnerships to be taxed as cor- 
porations 

The provision permitting corporations to be taxed as partnerships 
applies only in the case of corporations organized after December 31, 
1953. This election is limited to corporations with 10 or fewer stock- 
holders, all of whom are actively engaged in the business and the con- 
sent of each shareholder is required for the use of this election. More- 
over, once such an election is made, the corporation cannot disavow 
the election unless there is a change in ownership of more than 20 
percent. In addition, this election is not available if the corporation 
has more than one class of stock outstanding. Employees of the 
corporation who are shareholders are not permitted to participate in 
tax-exempt employee pension or profit-sharing plans. 

In order for a proprietorship or partnership to qualify for corporate 
tax treatment it must have 50 or less members and elect such treat- 
ment. This privilege is limited to those businesses where capital is a 
material income-producing factor or where 50 percent or more of the 
gross income consists of gains, profits, or income derived from trading 
as a principal or from certain types of brokerage commissions. The 
effect of this latter limitation is to deny the corporate treatment in the 
case of proprietorships or partnerships engaged in such professional 
services as law, accounting, medicine, and engineering. Even though 
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. . mat “chy . én wick we aoe . , 
the ,proprie wl hip or partne rship ¢ leets to be taxed like a corporation, 
its investment-tvype income, such as dividends ‘rest, and certain 
rents and royalties, which is classified elsewhere in the code as personal 
holding company mcome will still be taxed to the proprietor O1 


partners In their OW Mdividual capacities and not as a part ol the 


Lite 


corporate enterprise As in the « ase Of corporations ele ting partner- 
ship treatment, pro} rietorships or partnerships electing corporate 
treatment are bound bv then election unless the re Is a chan re in 
membership of more than 20 percent rs 


Your committe » has added these two provision in ordet to make if 
possible for business enterprise to seleet the tvpe of oreanizational 
structure which Dest its their | iness needs witho it navin to take 
tax effects into consideratio 
Amendment No OU (7 12) OF ¢ mitte nendments 
his Is a change I a cross refer ‘ » SecTlo 14053 ol echapte! ) 


relating to the tax on sel emplovment income, to conform with changes 


| 


made elsewhere In the coq 
i AY / . . 
Ame i Tite \¢ 201 S j 4 ? / f ' / 


Ame dment Vo L208 } ¢ } tee dmend 


nonresident alice } O} han s dist HUtIONS OL a Pension trus On 
income from the disposal of tim! coal. or iron. and on a transfer of 
an interest in a patent el ble a al vam treatment ly he 
case of income from the aisposal o ber ya] or ir a vithhold: iz 
tax payment Is also req 4 Live ase of a ioreign corporation not 
in business in the United State See also amendments Nos. 188 and 


190 


Amendment No. 263 27 of committe mendments 


This amendment returns substantially to ¢ cistine-law ProvISiIONs as 
far as the filine of consolidated returns by an affiliated group of cor- 
porations is concerned Th House bill inserted the consolidated- 
return regulations into the statute However, in view of the many 
substantive changes in the income-tax laws which must be reflected 
in these consolidated rules, vour committee believes that it is mort 
appropriate to have those detailed rules in reculate rather than 
statutory, form. In this manner they may more readily be amended 
to reflect any changes 1n the Interpretation of the underlvine income- 


tax laws 
Consistent with continuing the consolidated return rules in the 


reculations, yvour committee retains 95 percent as the intereorporate 
stock ownership test for jolIning in the filing Of a col solidated return 
rt one 1 ] 1 ! 1 1 1 

he House bill had lowered this stock ownership test to 80 percent 


Your committee and the House bill generally retain the 2 percent 
additional tax on the income of an affiliated group exercising the 
privilege of filing a consolidated return. Your committee has pro- 
vided, however, that this additional tax is not to apply with respect 
to the incomes of those members of an affiliated group which are 
regulated public utilities 


Amendment No. 264 Pp. 0d6 of con mittee amendment 
This amendment broadens section 2013, credit for tax on prior 
transfers, to include property subject to a power of appointment. 
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Ja 


It also covers property transferred by an inter vivos gift but included in 


the gross estate of the translero! where the transferor dies within 2 
Veaurs before the done ‘| he si | rovislons will prevent the imposition 
of the estate tax t Vir \ thi short pe iod on properts of the se types. 
A Cndment Ne AAS) » $56 of com? hee Amendment 

Mhis substitute a new DrovVISION for the val ination of prope rty 
passing from the decedent for purposes of the credit for tax on prior 
transiers This provision is similar in context to the valuation rule 
for I estate tax marital deduetioi 

Pechnical and conformih hanges are also made 


his is a technical amendment to section 2015, eredit for death 


faxes on remainders 
\ , 
| dment Aj ) 28 of con e¢ ene 
hi viyhe MMent provide that in the case of the ref id of a foreign 
tax pre USI claimed as a redit against the estat ts. the interest 
I 
on tl imo 1 Sal lt of the refun ! rexceed the iwount 
Ol inte st p i ty mm coun mh tive rund 
{ j A \, ere fs ; ( ¢ 
' 
Tha men 1) I | restriet 3 J | iB} ection 2032 
! ' . 
ail Vial ( il © Ki Oll a I I l Lad\ 
l I | j } 
"| Hlouse bill limited } Lee I »> Value the ¢ ite at 1 vear after 
l ry’ i. 
ith to 1 voich a | ( r Ol rad an valu iis fi a 
’ ' 1 
tion Lit | ue j resuits yhere ti esial ( til ~ 
’ 1 
l lit ! ut b (han One-third 
j; ; t eo? 1) 
| | { ) 1 , 1 
( i e ma i) ) is ) 2) rela ) tO U 
mn from thre OSS est rf rta wnnuities, apphicahbl oO all 
I 
' | 
adecedents advineg | nh OD | »>th < tel the ncon 
wma i tax Dp aah tO anh ] \ 1) Lal qd 
Lyne t No 0 (p O of « ” amend 
1*} | | { 4 , { } { 
Phisisa clern amenamen ) tion 2041, powers Of appointmen 
\ f 
| ( e) No ( } lf O¢ LITLE 
Phis amendment will allow as a deduction f ite-tax purposes 
the amount of an transters to veterans organizations me porated 
DV a C ongre O! lepa ents, local chap or posts 1f no 
8) t of the et earnings of | oO WIZ , Inu sto the ben oO; 
I \ INalvid | 
| ? \ »’ / f a ndme 
I 5 nak cl i l ! ( ch l 1 SEE yt) 2056 bequests 
oO Viv ) 


This change delet s the provision in the Ho e | ill hat provided 


that all payments made under a court order for the support of a spouse 
wh le an estate was inadmi istration were to be Ons lered as transfers 

il ivi LO] the Ma tal ded ition \iany VICGOWSs allow mces 
qualify for the marital deduction under existing law without regard 
to the time of payment and it is felt that this House provision might 
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Amendment No. 274 Dp. S41 of committee amendment 


This is a clerical amendment to section 2201, member of the Arme 
Forces dying during an induction period 


‘ { 


Amendment No. QT J p SA] Of ComNn tt aqmendan if 


teé f ‘ 
This is a clerical amendment to section 2501. rmposit tn of oift tan 


Amendment No 2706 p.o Y of committee amendments 


Chis is a clerical amendment to section 2502. rate of cift tax 


Amendment No. oh Pp 342 of committee amendments 


This changes section 2503, relating to taxable gifts, to provide that 
in the case of a gift of a present interest the possibility that the present 
interest may be decreased by the exercise of a power is to be wnored 
in applving the $3,000 specific exclusion if no part of the interest can 
pass to another person. Under the House bill and present law the 
exclusion might be denied since the present interest mav be terminated 


(and hence have ho value thro ih thre exercise of the power wh en 
creates a future interest 

Fechnical amendments are also made 
Amendment No. 278 p.o » of ecommitt a ndment 

This makes changes in the table of contents. 
Amendment No 279 p 343 of committee amendments 

This is a clerical amendment in title of section 2513, gift of 
husband or wife to third party 
Amendment No 250) Pp 3 Of committer amendments 

This expands the new provisions in the House bill relating to 
tenancies bv the entirety in real property to in lude joint tenancies 
between husband and wife with right of survivorship. Real property 


is often held in joint tenancies in those States that do not recognize 


tenancies by the entirety i) to the similarity between the two 


estates, it is equitable to extend the liberal provisions in the House bill 
to these joint tenancies. 


Amendment No. 281 p. 0 5 of committee an dment 


This amendme nt removes uncertainty from section 2516 property 
settlements incident to divore The requirement that a transfer will 
not be considered a eift ll pursuant ya property s tthement “incident 


to divoree”’ and the property settlement Is followed within a “reason- 
able time’ bv a divorce is chanced to provide that transfers pursuant 
to any property settlement within 2 vea of a divorce will not be a eft 


Amendment No. 282 (p. 3844 of con ce ame) 
Thi ] { ~ sys | : | y ¥ , 
This is a clerical change in section 2522, charitable and similar gilts 
Amendment Nos. 283 to 289 , 215 of co? thee ame 
ments 


Subtitle C of the House bill consists of a rearrangement and sin | lifi 


cation of the employment taxing provisions of the 1959 Code No 
substantive changes were made by the House bill in these provisions 
However, for the most part provisions relating to procedure and 
administration have been separated from the employment-tax pro- 
Visions and now appear as a part of subtitle F in both the House 


and your committee's bill 
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Your committee’s amendments to subtitle C consist entirely of 
amendments necessary to conform this subtitle with changes made 
by vour committee in subtitle A of H. R. 8300. 


elmendment Vos 290 to 34Z, inclusive pp. od LO 361 of committee amend- 


ments 

Subtitle D, miscellaneous excise taxes, including sections 4001 to 
1907, inclusive, as passed by the House, consists of a rearrangement 
and simplification of the taxing provisions of the 1939 Code relating 
to all excise taxes except those on alcohol, tobacco, and machineguns 
and certain other firearms. The House made no substantive changes 
in these provisions. 

Your committee's bill amends this subtitle to conform it with the 
changes made by the Excise Tax Reduction Act of 1954 (Publie Law 
324, 83d Cong 
Amendment Nos. 343. to O7, inelusir pp. 361-380 of committe 

amendments 


Except is noted below these amendments make technical, clerical, 
clarifving, and conforming changes (including the changes necessary 
to conform to the Excise Tax Reduction Act of 1954, Public Law 324, 
83d Cong., 2d sess., approved March 31, 1954) to subtitle E, relating 
to aleohol, tobacco, and certain other excise taxes: 

1) Nos. 348, 349, 350, 357, and 404: The House bill provided 
for a charge of a sum sufficient to defray the cost of preparing 
certain stamps used in the administration of the liquor and 
tobacco taxes. These amendments eliminate the charge for such 
stamps because they are primarily for the purpose of protecting 
the revenue. 

2) No. 352: The House bill subjected sake (rice wine) to 
the tax imposed on wines. This amendment restores existing 
law, which subjects sake to the lower tax rate applicable to beer. 

3) No. 363: The House bill provided that distilled spirits to 
be used in the manufacture or production of nonbeverage products 
eligible for drawback must be fully taxpaid. This amendment 
provides that the tax must have been determined on such distilled 
spirits in order to prevent delay in payment of drawback claims. 
Since the tax will be collected from the distiller or warehouseman 
who will be under bond for the payment of such tax, it is not 
anticipated that this change will jeopardize the revenue. 

$) No. 389: The House bill retained the language of existing 
law, relating to the notice required to be filed by brewers before 
commencing business, but omitted the requirement of existing 
law that notice of changes in ownership or operation by brewers 
be furnished to the Secretary or his delegate. This amendment 
restores the language contained in existing law, since information 
regarding changes in ownership or operation is of material value 
with regard to the brewer's bond 

5) No. 407: The House bill did not provide for forfeiture of 
gangster-type weapons for violation of provisions in chapter 53 
machineguns and certain other firearms) relating to registration 
or importation of such weapons. This amendment would make 
the forfeiture provisions of chapter 53 conform to the correspond- 
ing provisions of the Federal Firearms Act (15 U.S. C. 905 (b)) 





: 
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interstate commerce. The amendment will eliminate present 
administrative difficulties in the disposition of gangster-type 
weapons used in violation of chapter 53 but not now forfeitable 
under the provisions of the House bill 


relating to the transfer of similar gangster-type weapons in 


Amendment No. 408 p. 380 O} committee amendment 

[his adds a new subsection to section 6011, general requirement of 
returns, and so forth, to preserve the specific requirement of existing 
law that the taxpayer provide identification for social-security and 
wage-withholding purposes 
Amendment No, 409 p. 381 of committee amendments 

This is a technical amendment. It combines two paragraphs of 
section 6012 (a), persons required to make returns of income. 
Amendment No. 410 (p. 381 of committee amendments) 

This is a conforming change in section 6012 (a) required by No. 409. 
Ame ndment No. All \p SS1 of comm ittee an endme nts ) 

This is a clerical change in section 6013 (a), joint income-tax 
returns, resulting from No. 413. 

Amendment No. 412 (p. 381 of committee amendments 

This is a technical change to insert an omitted reference in section 
6013 (b) to another section 
Amendment No. 4138 p. 381 of committee amendments) 

This is a technical amendment adding a new subsection to section 
6013, jot income-tax returns, to eliminate problems which would 
arise if the deceased spouse’s taxable vear were governed by the 1939 
Code and the surviving spouse’s taxable vear were under the 1954 
Code. 

Amendment No. 414 p. 3&2 of committee ame ndments 

This is a conforming amendment to section 6014 (a), relating to 
the income-tax returns where tax is computed by the Internal Reve- 
nue Service. 

Amendment No. 4145 Pp 388 of committee amendments 

These are conforming changes in section 6015 (a 1), declaration 

of estimated tax by individuals 


f 


Amendment No. 416 p 383 of committee amendments 
This is a clerical amendment to section 6015, declaration of esti- 
mated tax by individuals. 


Amendment No. 417 Pp 383 of committee amendments 
This amendment to section 6015 (f) changes the date when an 
individual may file a tax return in lieu of an amended declaration of 
estimated tax from January 15, as under present law, to January 31. 
There are also 3 clerical changes. 


{ 


Amendment No. 118 p.- 88/ of committees amendments) 


This adds a new subsection to section 6015, which makes the new 
provisions with respect to the estimated tax of individuals apply to 
taxable vears beginning after December 31, 1954, instead of taxable 
Vvears beginning after December 31, 1953 (if ending after the date of 
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enactment), as in the House bill This is necessary since most persons 
will already have made declarations of estimated tax for 1954. 
Amendment No. 419 p. 384 of committee amendments 

This amends section 6016, relating to the new declarations of esti- 
mated tax by corporations, to exempt from the necessity of filing 
declarations corporations with an estimated income-tax liability of 
$100,000, as contrasted with $50,000 under the House bill This 
change will relicve an additional 15,000 corporations from the neces- 
sity of filing declarations and making advance payments of income tax 


, ; , . ° 
tnendment Vo pct) Dp. IAA of committee amendments 
l 


This is a clerical amendment to section 6019, gift-tax returns, to 
restate a cross reference 
tpnendment No 21 (p. 8S4 of committee amendments 

This is a conforming amendment to section 6020, returns made by 
ecretary, adding a reference to another section 

\ technical amendment is also restoring present law with respect 
to the legal sufficiency of returns made by the Secretary 


Amendment N 22 (p. 385 of committee amendments) 


~ 


This is a conforming amendment to section 6031, return of partner- 


ship income, to refer to a specific definition of “partne: hip 
] } | 
\ clerical change is also made 
Ame ment Vo Ay: p 385 f Con mit ee ame) dime nits 
! | ‘ yrs ‘ ; 
Chis is a clerical amendment to section 6032. returns of banks with 


espect to common trust funds 
Amendment Vi , yp. 385 of comn iter amendme nts 
This amendment to section 6033 (a), returns by exempt organiza- 
tions, relieves a pension or profit-sharing trust from making an infor- 
mation return if the emplove has supplied the required Intormation 
A nendment \ ) 43) p 385 of commillee ame ndments 
elarifving clerical changes are made in section 60383, returns by 


ever mt or nnizwations 


] 
\ f ) f COMN ( ame) mie I. 
' | ! | ( } } { 
| i aw Cierical ClhiwPu vip chanve in the headine Ol section bs 
1) returns yy exemot corporatlons 
Amendment No. 427 yn. 386 of committee amendments 


i 


This is a clerical amendment to section 6035 (a). returns of officers 


ana dire: tors of foreign personal holding companies 


{ ! , > ’ . 
Vnendme) No Zea YD. OSO of committe amendments) 


This is a clarifving amendment to section 6036, notice of qualifics 
tion of receiver, limiting application of “assignee.”’ 
ei endment No L129 (p. 387 of comm tte amendments) 

This is a clerical amendment to the table of contents 


Amendment No. 430 ii 387 of committee amendments 
his is a clerical change in the heading of section 6041 to conform 


to No 131 
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Amendment No. 431 (p. 387 of committee amendme) 
This amendment to section 6041, dealing with information returns. 


I 


restores the requirement of present law that information returns must 


be filed reporting payments except to corporations of rent. wages 
fees, and any other Income or cain of SHOO or more per vear, except 
that under this amendment such information ret ns are to he ade 


only if the payments were made by an individual, partnership, corpo- 


ration, or othe entitv engaged in a trade or business and iv lf made 
in the course of such trade or business wo 


} / >) } 
Amendment Vo ye) » IAS Of Commillee Ame /? 


These are ¢ onform no ¢ han es Te sulting from No } 
Amendment Ni fo D Te re & vie 

This is a clerical amendment to section 6051 (b). receipts to em 
plovees for wage withholding 
Amendment Vi S p SY af ¢ } ee amendme? 

This is a clerical change to section 6071, time for filing returns, et 
to insert a cross reference 
Amendment No. 435 (np. 389 of committee amendmer 

These are clerical nmenadments oO section 6072 time f mr i | lh 
iIncome-tax returns 
Amendment Vo. 136 jp SAI O COM? flee l? end é/ 

This amendment to section 6075 (b). time for filing gift-tax returns 
changes the filing date from Mareh 15 to April 15, thus conforming 


this date to the date for filing income-tax returns 
Amendme ni Vo. ned | p A OF COMN tee (ine ndn 
This IS a Cir VINe ame name nt » section HONS] t) QULOTHE LL 
extension tor corporation mcome-tax returns, 
Amendment No ad (7 I of CON tlee amendme 
This is a technical amendment to section 6103 (a mublicitv of 


Income returns, tO avold a change trom present Law 
Amendment Vo 1d (Dp 40) of CO } fre an ad 
This is a clerical change nh section Oto ly time to val nent o 


installment 


Amendment Ni () f mittee ame } f 
These are technical amendments to section 6161 (a <tension 
time lor paving tax, to avoid any change m present law 


Amendment Ne 1 (p 1 of committee amendment 


Conforming chanees are made in section 6162 (a), extension of time 


for paving tax on liquidation of personal holding companies, resulting 
from amendments to subchapter © of chapter | 
Amendment Vo LZ IT of ¢ } Wee aire ( 

This is a clerical amendment to section 6204 suppl mental ass - 


ments, inserting a cross reterence 
Amendment No. 443 (p 2 of C07 tree amendment 


This is a clarifvine clerical an ndment to section 0H? 12 ( 


restriction of further deficiency notices 
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Amendment No LAL p 392 of committee amendments 
This is a clarifying clerical amendment to section 6303 (a), notice 
and demand for tax 


} 


Ap endmen Vi , a } 392 of committer amendments 


This is a conforming amendment to the table of contents, related to 


No $46 


Amendment No. 446 (np. 392 of committee amendments 

ry } 1] 2 a) . } : 

his amendment adds a new section, 6316, which provides that the 
secretary or. fils delegate mav, under certain circumstances to be 


prescribed by regulations, accept foreign currency in payment of 


taxes 


Amendment No. 443 p 393 of committee amendments 


This amendment to section 6321, lien for taxes, restores present law 
by deleting a specific reference to the interest of the delinquent tax- 
paver in an estate hy the entirety. 

An é) dine nt Vo LAS p 393 of COMmN thee ame? dme nts 

These are conforming amendments related to No. 449. 
Amendment No. 449 (p. 893 of committee amendments) 

This amendment, striking out subsection (¢) of section 6323, liens 
for taxes, eliminates specific rules relating to the validity of a tax hen, 
without the filing of notice, as against a mortgagee, pledgee, or pur- 
chaser who had knowledge or notice of the tax lien at the time of 
making such mortgage, pledge, or purchase, or as against a judgment 
creditor who had not perfected his lien under the judgment. The 
deletion of this subsection will continue in effect existing law as it 
has been interpreted by the courts in such situations. 

Amendment No. 450 p. 398 of committee amendments 

This makes conforming changes in section 6323 resulting from 
No $49 
Amendment Ne 1 Pp 393: of committee amendments 

This is a conforming amendment to section 6324, special liens for 
estate and gift taxes 
Amendment No. 452 p 393 of committee amendments) 

This is a clerical amendment to section 6324 (ce), exception In case 
of securities 
Al ( rdment Vo 153 p IIS Oo} committer amendments 

This amendment to section 6325 (b), release of lien, is an express 
provision to the effect that the Secretary may discharge from a tax lien 
any specific property which he has determined is valueless, considering 
any prior liens. 

Amendment No. 454 (p. 394 of committee amendments) 

This amendment to section 6331 (a), levy and distraint, specificalls 
provides that accrued salary or wages of anv officer or emplovee of the 
United States or agency thereof may be levied upon (so as to collect 
unpaid taxes) by serving a notice of levy on the appropriate employer. 
This is a substitute for a provision in section 6332 of the House bill 
intended to have the same effect. 
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es 


Amendment No. LD} p 395 Ot commattee ame ndme nis 


This is a conforming amendment to section 6332. surrender of 
property subject to levy, resulting from No. 454 


4 /~7 7 . ° 
Amendme nt No. gee) D. 549 Of committee amendments 


mm 
This amendment to section 6334 (a) adds arms for personal uss 


and livestock and poultry, to the list of items exempt [rom lev\ 
Ame ndment Vo. AGY, Dp 395 of com) tiee aie ndn énTS 


Chis amendment to section 6335 (b sale of seized property and 


amendment No. 503 to section 6863. provide for a delaved sale of 
property seized because of } opardy This amendment provides that 


where levy is made before the expiration of the 10 days usually given 
after notice and demand for payment no public offering of sale is to 
be made (unless the voods are pe ishable) until after the 10-day period, 


Amendme nt No (F9Te) p 345 of committer amendments 


This is a technical amendment inserting a cross-reference to section 
6863 in section 6335. sale of seized property 
Amendment No. 459 p. o96 of comm ittee amendments 

[his is a clarifying clerical amendment to section 6339 (a 2), legal 


effect of certilicate of sale of personal property 


Amendment No. 460 p. d96 of commattee amendments 
Chis Is a clerical amendm«e nt changing stvle of a Cross reference in 


section 6344. 


Amendment No. 461 p. 396 of con nittee amendments 


These make technical changes in se ection 6412, floor stocks refunds, 


| 4 ¢ ’ ’ > 
made necessary by the enactment of the Excise Tax Reduction Act 


of 1954. 


Amendment No. {62 (p. 398 of committee amendments 


This makes a technical change in section 6412 (b) (2), floor stocks 


} 


refunds, in the date of application of the floor stocks refunds on 
cvasoline, to conform to the Excise Tax Reduction Act of 1954 





Amendment No. 463 p. IIS of committee amendme fs 


Technical amendment to section 6412, floor stocks refunds, to make 
administrative provisions applicable to the floor stocks refunds for 
motor vehicles and gasoline This change is made necessary because 


of the enactment of the Excise Tax Reduction Act of 1954 


Amendment No. 464 p 399 of committee amendments 


' ; 


Clerical amendments of section 6415, credits or refunds to persons 
who collected certam taxes. 


t committee amendme 


Amendment No. 465 p. 39D 0 
This amendment makes four technical changes in section 6416 (a 
relating to refunds of certain excise taxes to avoid changes in present 

law. 


; 


Amendment No. 466 (p. 400 of committee amendme) 
») 


This is a technical amendment to section 6416 (b) (2) to conform 
it with changes made in the Excise Tax Reduction Act of 1954. 
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A nel lment Vo yf / p StH) Of Ommittles amendn ents 
This is a technical amendment to section 6416 (b) (3), relating to 
funds Of certain excise taxes 
cime Iment No. 468 p Ol of committee amendments 
; 1 ’ ' ] 
Chis is a clerical amendment to section 6416 ly >), relating to re 
Is OL certain excise taxes 
Chis is a clerical chanee in se ion H4160 ( refunds Of certain exe 
Taxes 
| Iment No 4) (p ()] f nn cea finents 


This amendment to section 6501 (e On assessment 
and collection, restores present law wi the period f 
ISS¢ ment of income, estate wna here has been a 

ful attempt to evade the tax (othe dulent return 





Amendment Vo 7a D Ol of committee ar endme S 


This amendment makes clarifving changes in section 6501 (e), re 
lating to the o-vear period Ot limitations Wwiiere gross mcome Is sub- 


sti ntially understated 


Amendment No. 472 (p. 401 of cor ittee amendments 

This Isa clarify ne amendment to section 6501 (e 7}. relating to 
the 6-vear period of limitations where gross estate or total gifts are 
understated by 25 percent or mort It gives assurance that the unde1 
tatement must be related to items, not values 
“WD ( dment Vo 7 ; Dp OZ tf committes amendments 


This is a companion amendment to No. 472 and has the same effect. 


Amendment No 14 D WY? of committe amendme) 


This amendment adds a new paragraph to section 6501, periods Ol 
limitations on assessment, to provide that an information return filed 
11) rood faith by an organization which beli Ves 1t Is exempt shall | 


Viewed as a corporation tax return tor the purpose of starting tl 
| 


period Of limitations 


This amendment of section 6503 (b), suspending the period of limi- 
tations while assets are in the custody of a court, eliminates such a 


uspension if the assets are those of the estate of a decedent or of an 


his ] n Tecnn al amendment to e] mM ite one ot the CTOSS refe Y- 
| section 6504 


This amendment of seetion 6511 (a), dealing with limitations on 





that the period during which a valid claim 


dits or refunds, provice 
mav be filed is to be 3 vears after the due date of a return, not 3 vears 
after it was filed Gf an extension was cranted This is intended to 


eliminate a trap for the unwary, who might, under present law, 
wait nearly 3 vears after a late return was filed to file a claim, onlv to 
find that refund of estimated tax and tentative tax paid on or before 


the due date of the return was bart 
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Amendment Vi a () i } 4 pre? 


his is a conforming cha required by amendment N Li 
Amendment No. 179 ( mitt ! 

This is a clerieal amend t to section 65 h tot ' 
eredits or refund 
Ame /) ent Vo 5 


This is a Cle 


rules relating to claims for} ma 
Amendment \ S/ () , ff : 
iets 
| ‘ " | , 
ihis is a Clarilyvi C} ( eha ( seetion | ) Sry 
rules relating to claims for 
Ly } Iment AW ; ) 
1 
his is a clarifying « ( mn 6512 
ease ol petition to Lan ¢ 
Amendme) Vo s 
his is a clarifving el ! ! ‘ tion 62 »(h itations 
In case of petition to Tax Co 


ih i clarifving cle al ( ‘ 5 ly 
retating to prepavmen > & iol \ 

his is a teehnieal am I oO sect i) | tine to pr 
payments of income t 
1m ndme f \ 4 f 

This is a technical a ment eiiminatine one o he cross-refe! 
ences 
Ame? fment No Sf ) j } (Lire 

ii 

This amendment 1 eS ting \ t to the pert 

1; . , 
Ot timitations on erim } Ss tio with respe ty) 4 offenses 

Che amendment also pro es that tl Hew le suspending th 
period of limitations o1 prose ONS bale he of} er ys without thre 
United States (instead of | outs the ju listriet as unde 
present law isto bea plies ne to offenses committe TI he to the as 
of enactment, but only w peet to periods hich would otherwis 
expire more that » Vears a r enactment of this d onl 
prosecutions after sucl ear pr 

Other clerical changes iSO cle 
Amendment No. 487 (p. 406 of con thee ame 

Chis amendment to section 6332. dealing with periods of limitation 
on suits. restores the 5-vear period, provided by present law (6 vears 
under House bill), during whiel he | ted States mav sue to 


cover an erroneous refund 
Amendment No. 488 », 4Uf men ee dine ¢ 

This amendment to section 6601 rules with respect to interest o 
underpayments, provides that no iterest Is 9) charged fol thre 


period of not more than 10 days between the date of notice and d 


mand and the date of payvime! n accordance W1itl he notuce 
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An él dme nt Vo. 489 \p. LO6 of committee amendments 
This is a technical amendment to section 6601 (g), providing excep- 
tions, with respect to estimated tax, as to interest. 


Amendment No. 490 (p. 406 of committee amendments 


This is a clerical change in the stvle of a cross-reference, under 
: tion 6611 relating to interest on overpay ments, 


dment No. 491 P LO? of committee amendments 
This is a technical amendment to section 6651 (a), dealing with 
failure to file tax return 


Amendment No 492 Pp. LO? of committee amen lments 


This is a technical amendment to section 6651 (ec), relating to 
exceptions With respect to estimated taxes. 
A nendment No. L943 (Pp LO? oO; committer amendments 


This is a conforming clerical amendment to section 6652, failure to 
file information returns 
Amendment No. 494 (p. 407 of committee amendments 

This amendment provides that the 5-percent penalty for an inten- 
tional disregard of rules or regulations is not to be imposed if the tax- 
payer has reasonable erounds for believing the rules or regulations to 
be invalid and attaches a statement to that effect to his return. 
Amendment No. 495 p. 408 of committe amendments 

This amendment nip tien an additional “escape valve” for the 
estimated tax payable by an individual. It provides that no addi- 
tional charge will be made if the installment paid is equal to 90 percent 
of a tax computed on the basis of the actual taxable income for the 
period in the vear up to the month in which the installment is required 
to be paid, as if that income were the income for a full taxable vear. 
This new provision is designed to permit the taxpayer to pay smaller 
installments during the first part of the vear, without danger of sub- 
stantial additional charges, where a substantial income is received 
during the first part of the year and it is expected that little income 
will be subsequen ithy received 

There is also a technical amendment to preclude the use of the tax 
for the preceding taxable year as the measure of a reasonable install- 
ment payment if the preceding taxable year was a period of less than 


1) 


12 months 
Amendment No 16 (p 10 of committee amendments 

This is a technical amendment to section 6654, — ¢ with addi- 
tional charges with respect to underpayment of estimated tax, which 
provides that taxes withheld on wages are to be ¢ wea as payments 
of extimated tax for the purpose of applying the various tests. 
Amendment No. 497 p 11 of committee amendments 

This amendment confirms to No. 496. 

Amendment Ne. 498 (p 111 of committee amendments) 

This is a technical amendment to section 6654, relating to additional 
charges with respect to underpayments of estimated tax by individuals, 
and deals with cases where the taxable year is one of less than 12 
months. 
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Amendment No. 499 (p L11 of committee amendments) 

This amendment to section 6655, dealing with additional charges for 
underpayments of estimated corporation income tax, increases from 
$50,000 to $100,000 the amount by which the estimated tax may be 
less than the tax shown on the tax return. 

Another part of this amendment prov ides that, where a corporeall ion 
to avoid this additional charge, prepares its declaration of estimated 
tax by annualizing its income earned in the forepart of the vear it may 
base its estimate due in the ninth month on its earnings in either 
the first 6 months or first 8 months, and its estimate due in the twelfth 
month on its earnings in the first 9 months or first 11 months. This 
provision will substantially ease the difficulties of compliance for 
corporations which take inventories only at the end of each quarter, 
and for others which, because of the complexity of their accounts 
would find 15 days an inadequate time in which to determine income 
for the preceding period 
if 


Amendment No. 500 (p 112 of committee amendments 


These are conforming changes to section 6655 resulting from 
amendment No. 499. 
Amendment No. 501 Pp. 12 of committee amendments 

This is a technical amendment to section 6655, relating to additional 
charges with respect to underpayments of corporation estimated tax, 
to provide for the situation where the taxable vear of the corporation 
is a period of less than 12 months. 
Ame ndment No. 502 p. bo of ct ya ittee amendme) ts 

This amendment to section 6863, dealing with stav of collection of 
a jeopardy assessment, provides that the bond required for such a 
stay is to be in the amount of the tax assessed, rather than as much 
as double that amount, as provided under present 
Ame ndn ent No. SOS p oF , of comn ites ame) dm 

This amendment to section 6863, relating to sta” of collection of 
jeopardy assessments, provides that, where a jeopardy assessment of 
income, estate, or gift tax has been made, the property seized for the 
collection of the tax is not to be sold prior to the expiration of the 
90 days provided for an appeal to the Tax Court or, in case of such 
an appeal, prior to the determination of the tax lability by the 
Tax Court, except in the case of perishable property or property which 
could not be long retained without a reduction in value or substantial 
expenses The new provision 1s lo be applicable ONIN with re spect to 
1 jeopardy assessment made after December 31, 1954. 
Amendment No. 504 (p. 415 of comn ittee amendments 

This is a conforming amendment to section 6901, relating to trans- 
ferred assets, made necessary by changes in subchapter C of chapter 1. 


tf 


Amendment No. 505 p. 115 of committee amendments) 


This is a clarifying amendment to section 6901, relating to trans- 
ferred assets, to insure that a transferee who has agreed to an exten- 
sion of the period of assessment may, during an extended period, 
receive not only refunds or credits of overpayments of tax by him but 
also any overpayments of tax made by the transferor to the extent that 
he is legally entitled to the credit or refund of such overpayments. 
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effect that the assessment shall be conclusively presumed to be valid 
for purposes of adjudication in an action to enforce the lien of the 
United States 

Amendment No. 516 p. 418 of committee amendments 


This is a technical amendment to section 7404, relating to eivil 


actions for estate taxes, to eliminate unnecessary relerences to othe 
sections. 


Amendment No. 517 pP 418 of committee amendments 


This is a technical amendment to section 7422 (ec), civil actions for 


ik 


refund, to restore present law with respect to a date 


Amendment Vo 918 (p L1S8 of committee amendments 
nite is s 
This amendment to section 7422 (e), relating to concurrent actions 
in two forums, provid s that the new provisions are not to ly appli- 
eable with respect to suits started prior to enactment of this act 


Amendment No. 519 p 19 of committee amendments 


} 


ets : 
This is a clerical amendment to the table of contents 
Amendment No. 520 p 419 of committee amendments 


This is a clerical amendment to section 7444, organization of Tax 
Court. 


Amendment No. 521 p. 419 of committee amendments 

This amendment to section 7445, dealing with offices for the Tax 
Court, strikes out the provision in the House bill and present law 
directing the See retary or his delegate to make available suitable 
rooms for Tax Court hearings 
Amendment No. 522 p 119 of committee ame ndments 

These are clerical amendments to section 7446, times and places of 
meetings of Tax Court 
Amendment No. 523 (p. 419 of committee amendments 

These are clerical amendments to section 7447 (a), dealing with 
retirement of Tax Court judges 
Ame ndment Vo. 5 24 p 420 Of comn ittee ame? Iments 

This amendment to section 7447, dealing with retirement of Tax 
Court judges, provides that retired judges who are recalled to active 
duty are to be paid for such services the same compensation as that 
then paid judges 
Amendment No. 525 p. L20 of committee amendments 

This a clerical amendment to section 7447 (g), retirement of Tax 
Court judges. 
Amendment No. 526 p. ‘20 of committee ame dments 

This change in section 7456, administration of oaths, ete., provides 
that the clerk of the Tax Court may administer oaths 
Amendment No. 527 (p. 420 of committee amendments 

This is a technical change in section 7459, reports and decisions of 
Tax Court. 


Amend me nt No 528 Dp. ‘20 of committee ame ndme nts 


This amendment to section 7483, petition for review of Tax Court 
decision, provides that not only an adverse party, but any party other 
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than the appellant, is to have an extra month in which to file an appeal 
from the Tax Court’s decision. 
Amendment No. 529 (p. 420 of committee amendments) 
This is a clerical amendment to the table of contents. 
Amendment No. 530 (p. 421 of committee amendments) 

This amendment strikes out section 7494 of the House bill, which 
provides that t:» place of mailing a return, ete., is to be deemed the 
place where the offense was committed, for the purpose of determining 
venue. 

Amendment No. 531 (p. 421 of committee amendments) 
This is a clerical amendment to the table of contents to conform to 


NO. 039. 


Amendment No. 582 p. ‘21 of committee amendments) 

This is a clerical amendment to section 7502 (a), timely mailing 
treated as timely filing. 

Amendment No. 533 p. 441 of committee amendments) 

This amendment of section 7503, time for performance of acts 
where last day falls on legal holiday, ete., provides that the term “legal 
holiday” as applied to acts to be performed at local offices, means a 
Statewide legal holiday. 

Amendment No. 534 (p. 421 of committee amendments) 

This is a clerical change in section 7508, postponement of certain 
acts by reason of war. 

Amendment No. 535 p- re 1 of committees amendments) 

This amendment, adding a new section 7511, restores a provision of 
present law relating to the exemption of consular officers of foreign 
countries with respect to excise taxes on imported articles. 
Amendment No. 536 (p. 423 of committee amendments) 

This amendment to section 7602, examination of books and wit- 
nesses, restores a provision of present law requiring persons having 
possession of books of account to produce them on demand of the 
revenue authorities 
Amendment No. 537 (p. 423 of committee amendments) 

This amendment restores present law with respect to the establish- 
ment or change of internal revenue districts. 

Amendment No. 538 (p. 423 of committee amendments) 

This is a clerical change in section 7652, shipments from possessions 

to the United States. 


Amendment No. 539 (p 124 of committee amendments) 


This is a technical amendment to section 7701 (a) (2) to con- 
form the definition of ‘‘partnership”’ to a specific definition in other 
provisions. 


Amendment No. 540 (p. 424 of committee amendments) 


These are clerical and technical amendments to section 7701 (a) 
(15) and (17), definitions. 
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Amendment No. 541 (p. 424 of committee amendments) 


This amendment to section 7701 (a) (20) provides that a full-time 
life insurance salesman will be viewed as an employee for the purpose 
of obtaining the benefits of sections 104, 105, and 106 with respect to 
accident and health insurance. 


/ 


Amendment No. 542 (p. 424 of committee amendments) 


This amendment to section 7701, definitions, provides that references 
to possessions of the United States throughout the code are, unless 
otherwise indicated, to be treated as also referring to the Common- 
wealth of Puerto Rico. 


/ 


12) of committer amendments) 


Amendment No. 543 (p. 
This is a clerical change in section 7803, relating to personnel of the 


Internal Revenue Service. 
Amendment No. 544 (p. 425 of committee amendment: 


relating to effect of elections or other acts under the provisions of the 
1939 Code. 


This is a clarification of the provisions of section 7807 (b) (2 


Ame ndme nt No. d45 Pp. 425 of committee amendments) 

This amendment is a rearrangement and revision of part of the 
effective date provisions of section 7851. 

1. The provisions of the new code with respect to the tax on ma- 
chineguns and certain other firearms is made applicable on the day 
after enactment instead of on January 1, 1955. 

2. The provisions of the 1954 Code relating to transfers to avoid 
income tax are made applicable to transfers made after December 31, 
1954, instead of to transfers made after the date of enactment, as under 
the House bill. 

3. The House bill provides that subtitle E, dealing with alcohol and 
tobacco taxes, is to take effect on January 1, 1955. This amendment 
provides that two sections in subtitle E, section 5411, relating to the 
use of a brewery for the purpose of producing soft drinks, and section 
5554 relating to pilot plant operations, is to take effect on the day 
after the enactment of this bill. 


4. Several clerical and technical 


changes have also been made. 


6a” 


Amendment No. 546 (p. 427 of committee amendments 

This amendment is a revision and rearrangement of seetion 7851 
(a) (6), which provides applicable dates with respect to provisions 
relating to procedure and administration. The amendment provides 
that the provisions of the 1954 Code, relating to assessment (with 
one exception), to collection, and to abatements, credits, and refunds, 
are to become applicable to taxes under both the 1939 Code and the 
1954 Code on January 1, 1955. 


Amendment No. 547 (p. 430 of committee amendments) 
This is a clerical amendment to section 7851 (a) (7), relating to 
other provisions with respect to effective dates. 


Amendment No. 548 (p. 430 of committee amendments) 


This section amends section 7851 (b), dealing with the effect of the 
repeal of the 1939 Code, to include a provision that any internal 
revenue district in existence on the date of the enactment of the 1954 
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» be continued as such { new paragraph has been added 
to provide that all delegations and redelegations of authority under 
the reorganization acts in effect immediately preceding the enact- 
ment of the 1954 Code are to remain in effect under that code unless 


distinctly inconsistent with its provisions 
lmer lment No j4 j ) ST of committee ame lments 


This amendment to section 7852 (b _ relating to references in other 
laws to the 1939 Code, provides that any reference in any Executive 


Orde to any provision ol the 1939 Code is likewise to be deemed to 


reter to the corresponding Provistons of the 1954 ¢ ode. 


An endment Vo 0) Pp (Ol of committee amendments 


This amendment to section 7852 (d) which provides that no 
provision of the 1954 Code is to apply where its application would be 
contrary to any treaty obligation, limits the application of this 
provision to treaties in effect on the date of enactment of this title. 





